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FOREWORD 

The  past  decade  has  witnessed  a  rapid  improvement  in  commercial  rela- 
tions between  the  industrialized  nations  of  the  West  and  the  nations  of 
Eastern  Europe,  including  the  Soviet  Union.  Prodded  by  a  desire  to  expand, 
modernize  and  diversify  its  national  economies  through  lons;-term  infusion 
of  Western  technology,  management  and  capital,  Romania  sanctioned  in 
1971  the  formation  of  joint  companies  on  its  national  territory. 

This  text  provides  a  compact  and  comprehensive  overview  of  the  principal 
aspects  regarding  the  organization  and  operation  of  joint  companies  in 
Romania,  and  introduces  interested  U.S.  firms  to  the  main  issues  encountered 
by  investors  in  that  country.  This  publication  comments  on  some  of  the 
practical  aspects  of  implementing  joint  ventures  in  Romania.  It  does  not 
advocate  joint  ventures  as  a  preferable  form  of  association  vis-a-vis  more 
widely  used  forms  of  business  cooperation.  The  actual  format  of  collabora- 
tion adopted  by  parties  will  always  depend  on  a  myriad  of  objective  and 
subjective  considerations  or  conditions. 

The  authors  draw  upon  their  expertise  resulting  from  their  present 
involvement  on  the  subject  matter  at  the  Bureau  of  East-West  Trade,  where 
Dr.  Verzariu  is  a  business  counselor  and  Mr.  Burgess  is  an  area  specialist. 
They  hope  that  the  information  provided  here  will  help  clarify  some 
questions,  stimulate  others  and,  in  general,  provide  prospective  investors 
with  basic  informational  details  on  the  formation  of  joint  companies  in 
Romania. 
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I.    BACKGROUND  OF  THE  JOINT 
VENTURE  LEGISLATION 

In  1971,  the  Socialist  Republic  of  Romania  opened  its  doors  to  direct 
foreign  investment  through  the  promulgation  of  legislation  permitting  equity 
joint  ventures  within  its  borders.  This  act  represented  an  innovative  approach 
to  correct  an  existing  pattern  of  foreign  trade  that  was  hindering  Romania's 
economic  development.  To  understand  why  Romania  decided  to  permit 
foreign  investment  in  its  economy,  a  brief  review  of  the  country's  postwar 
economic  development  is  necessary. 

After  World  War  II,  Romania  concentrated  its  efforts  on  converting  its 
Avar-ravaged  agricultural  economy  to  an  industrial  one.  Its  strategy  centered 
on  industrial  diversification,  collectivization  of  agriculture  and  the  creation 
of  a  viable  economic,  social,  and  political  system.1  Confronted  with  a  limited 
range  of  natural  resources,  a  small  domestic  market,  and  limited  domestic 
manufacturing,  Romania  turned  to  foreign  trade  as  a  means  to  implement 
its  economic  goals.  The  resulting  dependence  on  imports  of  raw  materials, 
machinery,  equipment,  and  technology  increased  rapidly  through  the  1960's 
and  into  the  1970's,  along  with  an  ever  widening  deficit  in  the  country's 
balance  of  trade.2  Yet,  despite  its  industrialization  efforts,  Romania  had  not 
obtained  significant  market  shares  in  the  West  needed  to  restore  its  balance 
of  trade. 

To  help  restore  equilibrium  to  its  international  payments  balance  and  to 
better  ensure  continuous  and  rapid  access  to  Western  technological  advances 
and  capital  resources,  the  Romanian  Government  in  the  mid-1960's  began  to 
legislatively  reform  its  economic  system.  In  doing  so,  it  created  a  new  legal 
framework  which  made  possible  increased  trade  with  the  West  through 
economic  and  industrial  cooperation.  This  reform  also  led  eventually  to 
foreign  investment  legislation. 

The  legislative  changes  in  the  1960's  were  numerous  and  covered  a  wide 
range  of  economic  reforms.  New  economic  organizations  and  institutions 
were  formed.  The  Romanian  Bank  of  Foreign  Trade  was  established  in  1968 
to  take  over  the  international  banking  function  of  the  National  Bank  of 
Romania.  In  1969,  industries  were  organized  into  groupings  called  "indus- 
trial centrals"  in  the  attempt  to  streamline  the  Romanian  economy.3  Other 

1  For  a  comprehensive  treatment  of  Romania'9  postwar  development,  see  Montias,  John  M.,  Economic 
Development  in  Communist  Romania.   Cambridge  :   Massachusetts   Institute   of  Technology   Press,   1967. 

3  For  example,  in  1972  Romania'  trade  with  the  market  economies  of  the  industralized  nations  of  West 
Europe  and  Japan  registered  exports  of  $696  million  and  imports  of  $861  million,  as  compared  to 
exports  of  $445  million  and  imports  of  $626  million  in  1969,  and  exports  of  $260  million  and  imports 
of  $308  million  in  1965. 

3  Industrial  centrals  are  groupings  of  economic  units  under  a  unified  management,  such  as  related 
plants,  raw  material  sources,  and  marketing  organizations.  Industrial  centrals  can  be  organized  along 
similar  product  lines,  along  horizontally  or  vertically  integrated  lines  of  production,  or  along  regional 
groupings  of  raw  material  sources  (e.g.,  mines) .  While  the  number  of  centrals  has  been  cut  back 
considerably  in  recent  years,  the  industrial  centrals  concept  remains  an  essential  element  of  Romania'9 
economic  structure. 


equally  significant  changes  involved  easing  certain  customs  regulations, 
facilitating  the  securing  of  travel  visas,  liberalizing  rules  regarding  the 
holding  and  use  by  Romanians  of  convertible  currency,  and  various  reforms 
in  economic  planning  and  pricing. 

The  key  institutions  dealing  with  foreign  trade  also  underwent  reorgani- 
zation and /or  modification.  Most  importantly,  the  Ministry  of  Foreign  Trade 
was  reoganized  and  decentralized  to  make  it  more  efficient  and  to  keep  it 
abreast  of  changes  taking  place  elsewhere  in  the  foreign  trade  system.  As 
part  of  Romania's  clear  effort  to  involve  Western  companies  in  long-term 
commercial  agreements,  the  Government  established  special  departments  to 
promote  economic  and  industrial  cooperation  within  the  Ministry  of  Foreign 
Trade  and  various  industrial  ministries. 

The  Chamber  of  Commerce  and  Industry  also  was  civen  more  authority 
to  develop  Romania's  international  economic  relations  and  to  expand  the 
facilities  and  services  it  offered  to  support  foreign  trade.  Furthermore, 
Romania's  existing  Foreign  Trade  Organizations  (FTOs)4  underwent  fre- 
auent  reorganization  and  modification  in  order  to  reflect  accurately  Roma- 
nia's shifting  foreign  trade  priorities  and  needs. 

To  attract  Western  companies  for  purposes  of  trading  and  cooperating, 
an  important  decree  was  passed  in  1971  which  allowed  Western  firms  to 
open  commercial  offices  in  Romania  or  be  represented  there  through  special- 
ized Romanian  organizations.  This  act  has  proved  effective  in  bringing  to 
Bucharest  approximately  100  Western  firms  which  have  established  com- 
mercial representation  in  Romania. 

The  legislative  acts  described  above  culminated  in  the  enactment  of 
Romania's  new  comprehensive  foreign  trade  law  in  1971.  The  new  law, 
Law  No.  1  of  March  17,  1971,  codified  Romania's  international  commercial 
reorganization  and  outlined  the  institutional  and  operational  framework 
under  which  Romanian  foreign  trade  was  to  diversify  and  grow.  Its  most 
significant  provisions  opened  the  door  to  direct  foreign  investment  in 
Romania.  These  provisions  indicated  clearly  and  emphatically  a  decision 
to  trade  and  cooperate  vigorously  with  the  countries  of  the  West. 

Other  events  in  1971-72  brought  Romania  into  the  Western  economic- 
finanoial  mainstream.  Romania  joined  the  General  Agreement  on  Tariffs 
and  Trade  (GATT),  the  International  Bank  for  Reconstruction  and  Devel- 
opment (World  Bank),  and  the  International  Monetary  Fund  (IMF). 
Membership  in  these  organizations  created  a  better  understanding  of  the 
Romanian  economy  and  foreign  trade  system  for  its  potential  trading 
partners  since  that  membership  required  the  disclosure  of  information 
regarding  the  country's  economic  policies  and  structures,  foreign  trade 
plans,  monetary  reserves,  debt,   and  balance  of  payments. 


*  FTOs  are  entities  outside  of  joint  ventures,  and  some  industrial  centrals,  which  are  legally  allowed 
to  conduct  foreign  trade  activities.  These  organizations,  structured  along  industrial  sector  line9,  are 
empowered  to  sign  contracts  for  foreign  trade  and  cooperation  activities.  A  list  of  these  FTOs  may  be 
obtained  from  the  Romanian  Desk,  Bureau  of  East-West  Trade,  U.S.  Department  of  Commerce,  Washington, 
D.C  20230. 


n.    JOINT  VENTURE  CONSIDERATIONS 

Foreign  investment  presents  a  wide  variety  of  commercial  complexities 
which  depend  integrally  on  the  political  and  business  environment  of  the 
country  where  the  investment  takes  place.  Entering  a  joint  venture  in 
Romania  presents  an  added  complexity  because  the  venture's  majority 
shareholder  is  the  State.  To  understand  the  complex  marriage  between  a 
private,  market-oriented  enterprise  and  a  state-owned  and  operated  organi- 
zation, some  of  the  motivations  of  both  must  be  examined. 

Romanian  Motivations 

Romania's  motivations  for  promulgating  joint  venture  decrees  are: 

•  to  obtain  foreign  technology,  management,  marketing  expertise  and 
capital;  and  by  virtue  of  the  long-term  relationship  of  a  joint  venture, 
to  assure  that  such  technology  is  kept  current  and  responsive  to 
world  market  demands ; 

•  to  develop  and  promote  joint  research  activities; 

•  to  improve  the  country's  trade  position  by  import  substitution,  export 
stimulation  and  diversification; 

•  to  gain  access  to  the  marketing  networks  of  the  foreign  partner  and 
develop  collaboration  in  third  markets; 

•  to  fulfill  industrial  needs  which  are  growing  at  a  rapid  rate. 

To  encourage  foreign  companies  to  enter  into  joint  ventures,  Romania 
permits  the  foreign  party  to  repatriate  its  taxed  profits  and  allows  its 
participation  in  the  management  of  the  venture.  The  Romanian  party  may 
bring  to  the  joint  venture  a  reservoir  of  trainable  or  trained  labor  and  may 
provide,  when  economically  advantageous  to  Romanian  interests,  access  to 
local  material  resources,  other  centrally  planned  economy  (CPE)  markets 
and  some  developing  country  markets. 

Generally,  Romania  plans  joint  ventures  for  projects  that  embody  one  or 
more  of  the  following  characteristics : 

•  projects  requiring  substantial  fixed  capital  investment  or  advanced 
technology  unavailable  locally.  Such  projects  are  often  aimed  at 
industrial  sectors,  such  as  electronics,  where  Romania  lags  techno- 
logically behind  the  Western  world  (e.g.,  the  U.S. — Romanian  joint 
venture  with  Control  Data  Corporation,  "Rom  Control  Data  SRL," 
for  the  manufacture  of  computer  peripheral  equipment)  ; 

•  projects  for  the  manufacture  of  goods  that  fulfill  home  market  needs 
and  which  would  otherwise  have  to  be  imported  (e.g.,  the  Austrian- 
Romanian  joint  venture  with  Franz  Kohmaier  KG,  "Romelite,"  for 


the  manufacture  of  industrial  chains;    at  least  60%    of  Romelite's 
production  will  be  sold  in  Romania)  ; 

•  export-oriented  projects  that  upgrade  local  goods  or  raw  materials 
and  provide  the  venture  with  a  positive  convertible  currency  balance 
(e.g.,  the  Japanese-Romanian  joint  venture  with  Dainippon  and 
Chemicals  Inc.,  "Roniprot  SRL,"  for  the  production  of  protein  rich 
yeast  which  is  entirely  reliant  on  local  petroleum  materials). 

In  addition,  a  proposed  joint  venture  must  contribute  to  the  balanced 
development  of  Romania's  foreign  trade  and  have  a  role  in  developing 
integrated  industrial  activities,  e.g.,  ranging  from  agricultural  cultivation  to 
the  processing  and  marketing  of  canned  products. 

In  industries  where  Romania  already  possesses  technology  and  know-how 
and  where  complementary  technical  assistance  is  desired,  other  types  of 
industrial  cooperation  agreements  are  preferred  (e.g.,  co-production, 
licensing).  Labor-intensive  joint  ventures  are  not  encouraged.  Projects  in- 
volving the  local  manufacture  of  components  to  be  incorporated  in  foreign- 
made  products  also  are  not  encouraged  because  of  concern  that  such  proj- 
ects would  be  affected  by  the  market  cycles  of  the  foreign  product  and,  thus, 
put  the  centrally  planned  Romanian  economy  in  a  dependent,  vulnerable 
position.  In  the  case  of  the  West  German-Romanian  joint  venture  estab- 
lished in  1973  with  Zahnraederfabrik  Renk  A.G.,  "Resita-Renk  S.A.,"  for 
the  production  and  marketing  of  ships'  gear  systems,  market  fluctuations  in 
the  Western  shipbuilding  and  shipping  industries  are  minimized  by  export- 
ing only  about  25%  of  the  production  to  the  West,  while  50%  is  kept  in 
Romania  and  the  rest  is  shipped  to  the  COMECON  markets.5  The  plant, 
which  went  into  operation  in  February  1976,  incorporates  the  most  modern 
technology  in  its  field. 

Foreign  Party  Motivations 

The  foreign  party  may  not  be  as  enthusiastic  about  entering  a  joint 
venture  as  the  Romanians,  because  Romanian  law  requires  commercial 
transactions  of  the  joint  venture  to  be  conducted  in  convertible  currency. 
This  stipulation  limits  the  competitiveness  of  the  joint  venture's  exports  to 
other  COMECON  countries.  Furthermore,  the  joint  venture,  as  a  creation 
of  specifically  tailored  legislation,  may  not  fit  into  the  country's  long-range 
plans  for  economic  development. 

However,  the  foreign  investor  may  assign  overriding  importance  to: 

•  his  intent  to  forestall  or  reduce  the  competition  of  other  firms  op- 
erating in  the  same  geographical  area  (acquiring  a  "de  facto" 
monopoly  on  the  host-country  market  since  the  local  partner  is  a 
state  organization)  ; 

•  the  increased  amount  of  control  exercised  over  the  enterprise's  ac- 
tivities vis-a-vis  other  forms  of  cooperation; 

•  market  penetration  with  limited  capital  outlay  as  well  as  with  sparing 
use  of  own  personnel; 


5  Countries    in    COMECON    or    CMEA     (Council    for    Mutual    Economic     Assistance)     are    Bulgaria,    Cuba, 
Czechoslovakia,   the    German    Democratic    Republic,    Mongolia,    Hungary,    Poland,    Romania,    and    the    U.S.S.R. 


•  reducing  transportation  or  production  costs; 

•  the  local  availability  of  unused  factory  capacity  and  a  skilled,  stable 
labor  force; 

•  inducements  connected  with  the  host  government's  promotion  pro- 
grams ; 

•  assuring  a  share  in  local  market  growth;  and 

•  the   desire   to  penetrate    markets    of    developing    countries    through 
Romanian  bilateral  agreements  with  them. 

For  high  technology  companies  that  rely  on  constant  improvement  of 
their  products,  the  joint  venture  may  provide  markets  within  COMECON 
that  can  be  adequately  serviced,  at  least  initially,  by  some  of  the  com- 
panies' less  advanced  technology  and  products.  This  provides  the  companies 
with  an  additional  return  on  an  existing  technological  asset  and  on  the  re- 
lated corporate  investment  in  research  and  development  (R&D).  It  is  up  to 
the  foreign  party,  which  will  have  a  vested  interest  in  the  commercial  success 
of  a  joint  venture,  to  convince  the  Romanian  party  of  the  desirable  level 
of  technology  to  be  acquired  by  the  joint  venture. 

The  impression  of  many  U.S.  companies  is  that  Romania,  as  well  as  the 
other  COMECON  countries,  have  not  yet  developed  the  capability  to  eval- 
uate the  long-range  economic  advantages  and  market  impact  derived  from 
the  acquisitions  of  the  most  advanced  technology  and,  thus,  they  settle  for 
the  short-term  price  advantages.  Furthermore,  the  manufacture  of  highly 
sophisticated  products  embodying  state-of-art  technology  require  con- 
siderable investment  in  the  training  of  technicians  and  in  the  application 
of  quality  control  measures. 

Despite  Romania's  lower  wage  rates,  production  costs  of  particular  items 
may  become  as  expensive  there  as  in  the  Western  countries  if  extensive 
training  of  local  personnel  were  required.  The  recent  failure  of  the  joint 
venture  "Elarom,"  established  with  the  French  company  L'Electronique 
Apliquee,  points  out  the  difficulties  encountered  in  manufacturing  high- 
technology  products,  when  the  quality  and  reliability  requirements  of  the 
product  cannot  be  met  at  reasonable  costs.  "Elarom"  was  to  manufacture 
and  market  electronic  heart  pacemakers. 

The  foreign  party's  investment  considerations  must  also  be  evaluated  by 
factors,  such  as: 

•  prevailing  corporate  policies  on  investments  in  nonmarket  economy 
countries ; 

'•  any  potential  risks  inherent  in  these  markets; 

•  the  lengthy  process  which  is  necessary  in  Romania  to  negotiate  and 
construct  a  viable  commercial  framework  for  the  investment  project; 

•  the  cost  of  raising  capital; 

•  the  markets'  cyclic  performance  and  competitive  pressure;   and 

•  other  economic  alternatives  provided  by  return  on  a  similar  invest- 
ment in  other  parts  of  the  world. 

After  weighing  the  above  considerations,  the  foreign  party  may  wish 
to  take  a  gradual  approach  to  its  involvement  in  joint  ventures  in  Romania, 
by  initially  considering  less  complex  forms  of  cooperation  such  as,  co- 
production  (e.g.,  where  one  of  the  parties  provides  subassemblies  or  manu- 


factured  parts  which  are  then  assembled  into  the  final  product  by  the  other 
party,  payment  occurring  in  either  the  product  jtself  or  cash)  ;  licensing; 
or  construction  of  a  turnkey  plant.  These  less  complicated  forms  of  coop- 
eration avoid  the  problems  arising  from  intimate  long-term  collaboration 
in  an  unfamiliar  business  environment.  Following  the  successful  implemen- 
tation of  such  limited  cooperation  efforts,  the  company  could  then  escalate 
its  involvement  to  the  level  of  joint  venture.  Romanians  themselves  are 
receptive  to  this  gradual  approach  since  it  allows  the  two  parties  to  adapt 
to  each  other's  business  outlook  and  to  establish  the  viability  of  their 
targeted  markets. 

As  an  example  of  a  gradual  approach,  the  Austrian  subsidiary  of  the 
Swiss  cosmetic  firm,  Hamol  AG,  has  entered  into  a  staged  cooperation 
agreement  with  the  Romanian  enterprise  "Farmec"  for  the  production  of 
cosmetics.  In  the  first  stage  of  the  agreement,  Hamol  will  supply  ready- 
made  cosmetics  and  containers  to  be  assembled  and  labeled  in  Romania 
for  domestic  consumption;  while  in  the  second  stage,  Hamol  will  supply 
to  the  Romanian  partner  only  certain  cosmetic  raw  materials  and  specialized 
materials  and  equipment  for  packaging.  Predicated  on  the  successful  com- 
pletion of  the  first  two  stages  is  a  joint  marketing  effort  in  Romania  and 
abroad. 

Additional  Investment  Considerations 

The  success  of  the  joint  venture  will  depend  on  multiple  environmental 
and  organizational  factors.  Included  among  the  environmental  factors  are 
the  local  business  climate,  the  potential  of  the  targeted  markets  and  the 
effect  of  competitive  influences.  Among  the  organizational  factors  are  the 
form  of  association,  the  quality  of  management,  and  the  parties'  concur- 
rence in  business  objectives. 

Although  Romania  has  allowed  foreign  equity  ownership  of  the  means 
of  production  within  its  borders  since  1971,  the  number  of  joint  ventures 
with  foreign  parties  has  not  kept  pace  with  expectations.  As  of  this  writing, 
only  eight  foreign  companies,  Control  Data  Corporation  (United  States), 
Zahnraederfabrik  Renk  (West  Germany),  Romalfa  (Italy),  Dainippon 
(Japan),  L'Electronique  Appliquee  (France),  Citroen  (France),  General 
Maritime  Company  (Lybia),  and  Franz  Kohmaier  (Austria),  have  signed 
joint  venture  agreements  in  Romania.  This  compares  with  over  100  joint 
ventures  operating  presently  in  Yugoslavia. 

If  Romania  wants  to  attract  more  Western  capital,  it  should  consider 
additional  inducements  and  clarify  its  laws,  regulations,  and  long-term 
economic  planning  regarding  the  activities  of  joint  ventures.  An  easing  of 
the  requirements  that  joint  venture  commercial  transactions  be  carried  out 
in  convertible  currency,  especially  as  related  to  exports  to  COMECON 
markets,  could  prove  an  inducement.  Integration  of  joint  venture  produc- 
tion into  the  country's  convertible-currency  international  bilateral  trade 
agreements,  could  be  another  inducement. 

Additionally,  Romania  could  operate  "free  trade"  zones  within  its 
borders,  along  the  lines  of  those  existing  in  the  United  States  or  in  other 


countries  involved  in  international  trade.  (According  to  Art.  62  of  Law 
No.  1  on  Foreign  Trade  and  Economic  Activities,  published  on  March  17, 
1971,  such  "free  zones"  may  be  established  on  Romanian  soil;  see  also 
Appendix  A.)  Such  zones  would  allow  imports  to  be  stored,  processed  and 
assembled  without  full  customs  formalities;  goods  reexported  abroad  from 
the  zone  would  not  be  subject  to  Romanian  custom  duties,  and  those 
destined  locally  could  be  processed  to  qualify  for  lowest  duty. 

Several  other  factors  which  have  contributed  to  the  general  hesitancy 
of  U.S.  businessmen  to  enter  into  joint  ventures  in  Romania  are  described 
below.  While  the  joint  company  has  as  a  stated  aim  the  attainment  of 
profits,  a  differing  concept  of  profit  in  the  parties'  economic  systems  appears 
to  be  a  main  source  of  difficulty.  In  Romania  and  other  COMECON  econ- 
omies, profit  is  viewed  as  mainly  a  return  on  capital  investment  rather 
than  a  blend  which  includes  returns  on  such  committed  resources  as  man- 
agement, technical  services,  marketing,  and  a  return  for  the  adjustment 
necessary  in  existing  or  planned  production  capacity  of  the  Western  party. 
Another  basic  conceptual  difference  encountered  in  Romania  is  the  lack  of 
distinction  between  risk  capital  and  assumed  loans  to  be  supplied  to  the 
joint  venture  by  the  foreign  party. 

According  to  many  Western  businessmen,  Romanian  planners,  in  their 
pursuit  of  rapid  industrialization,  often  fail  to  evaluate  adequately  the 
impact  of  new  technology  and  products  on  their  own  economy,  the  poten- 
tial of  targeted  markets,  and  the  economies  of  scale  of  proposed  manufac- 
turing plants.  This  has  resulted  in  Romanian  cooperation  proposals  (and 
frequent  requests  for  revisions)  at  early  stages  of  negotiation,  featuring 
product  diversification  plans  and  production  projections  which  were  claimed 
to  be  unrealistic  or  uneconomical  by  Western  businessmen  and,  on  occasion, 
conflicting  with  the  product's  cyclic  performance  on  the  world  markets. 
Also,  the  centrally  planned  production  and  marketing  goals  of  the 
Romanian  party  often  conflict  with  the  foreign  party's  aims  of  maintaining 
flexible  production  and  marketing  to  conform  to  changing  market  condi- 
tions. Romanian  dedication  to  steady  annual  economic  growth,  which  is 
reflected  in  the  production  goals  of  individual  plants  and  in  the  mentality 
of  plant  managers,  fosters  an  inherent  inelastic  attitude  whenever  reduction 
in  plant  output  is  desirable  to  conform  to  occasional  depressions  in  the 
markets. 

The  sincerity  of  the  Romanian  party's  efforts  to  make  a  joint  venture  a 
success  has  often  been  thwarted  by  the  difficulty  with  which  Romanian 
personnel  adapt  themselves  to  new  and  unfamiliar  situations.  This  has 
resulted  in  the  Romanians  overestimating  on  occasion  their  ability  to 
perform.  Independent  decisionmaking  by  Romanian  managers  or  other 
personnel  has  been  traditionally  subordinated  to  quota-oriented  production 
policies,  and  innovative  changes  in  established  methods  have  been  avoided 
for  fear  that  they  may  lead  to  delays  in  the  meeting  of  prescribed  short- 
range  goals. 

The  Romanian  emphasis  to  penetrate  convertible  currency  markets 
through  exports  of  the  joint  venture's  production  is  not  usually  balanced 


by  a  capability  to  foster  export  expansion  to  the  COMECON  countries.6 
This  may  conflict  with  the  foreign  party's  interests  which  are  generally 
aimed  at  establishing  new  production  capacity  to  service  the  local  or  other 
COMECON  markets. 

To  the  above  considerations  must  be  added  the  slow  pace  of  negotiations, 
thought  excessive  by  Western  parties.  The  slow  decision  process  can  be 
explained  by: 

•  the  cautious  attitude  with  which  Romania  approaches  the  subject  of 
foreign  investment  within  its  boundaries; 

•  the  time  needed  for  Romanian  experts  to  assimilate  all  the  commer- 
cial implications  and  technical  aspects  of  the  venture; 

•  the  bureaucratic  delays  inherent  in  their  centrally  planned  economic 
system ; 

•  the  desire  to  reach  the  most  favorable  contract,  for  which  they  use 
protracted  negotiations  and  plan-revisions  as  a  bargaining  technique. 

An  understanding  of  the  Romanian  economic  and  commercial  organiza- 
tions, their  constraints  and  methods  of  operations,  is  necessary  to  avoid 
frustration  at  the  delays  and  the  apparent  deliberate  slow  pace  of  negotia- 
tions. It  is  well  to  realize  that  Romanian  (or  Eastern  European)  negotiators 
operate  primarily  under  the  risk  of  penalties,  not  rewards;  they  are  not 
risk-takers  or  entrepreneurs  but  perform  under  strict  guidelines. 

Furthermore,  the  Romanians  do  not  seem  to  appreciate  the  obligation 
that  most  U.S.  firms  have  to  justify  the  company's  business  performance  to 
their  stockholders  on  a  yearly  basis.  In  Romania,  the  State,  which  finances, 
owns,  and  operates  Romanian  enterprises,  gears  its  economic  planning  to 
5-year  cycles  from  which  the  annual  plans  are  derived.  This  difference, 
which  affects  profit  policies  and  corporate  planning,  has  apparently 
restricted  the  field  of  prospective  joint  venture  investors  to  the  larger  and 
capital-rich  firms  which  can  afford  to  delay  adequate  returns  on  investment 
in  the  short  term,  in  exchange  for  a  long-term  foothold  in  the  Romanian 
market. 

For  their  part,  Romanians  argue  that  the  U.S.  parties  are  reluctant  to 
provide  them  with  up-to-date  technology  and  large  production  facilities 
that  might  in  the  long  run  force  them  to  share  markets  and  that,  if  mutual 
interests  exist  in  developing  the  same  markets,  this  issue  can  be  ironed  out 
during  negotiations.  With  respect  to  the  Western  company  profit  motives, 
the  Romanians  have  argued  that  the  rate  of  return  requested  by  the  investors 
has  been  considerably  higher  than  that  for  similar  investment  by  the  same 
companies  in  the  United  States  or  in  Western  Europe,  and  that  U.S.  com- 
panies in  particular  want  to  recoup  their  investment  in  the  partnership 
within  the  first  few  years  rather  than  the  10-  to  15-year  span  hoped  for  by 
the  Romanian  partner. 


8  Most  of  the  intra-COMECON  trade  involving  Romania  is  carried  out  through  bilateral  clearing  agree- 
ments denominated  in  accounting  units  called  "transferable  rubles,"  and  not  through  payments  in 
convertible  currency,  as  required  in  joint  venture  transactions. 
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III.    U.S.   AND  ROMANIAN  LEGISLATION  AND 
BILATERAL  AGREEMENTS 

Romanian  Joint  Venture  Legislation 

Law  No.  1  and  Decrees  No.  424  and  No.  425 

Law  No.  1  of  March  17,  19717  opened  the  door  to  Western  equity 
joint  ventures  in  Romania.  This  law  spells  out  the  institutional  framework 
and  operational  structure  of  the  Romanian  foreign  trade  system;  its  most 
important  provisions  are  those  which  allow  direct  foreign  investment  by 
Western  companies  in  Romania  (see  pertinent  excerpts  in  Appendix  A). 
However,  these  provisions,  provide  no  guidance  as  to  how  direct  investment 
would  be  implemented. 

Some  20  months  after  passage  of  Law  No.  1,  the  Government  issued  two 
decrees  to  solve  the  problem:  Decree  No.  424  "On  the  Constitution,  Organi- 
zation and  Operation  of  Joint  Companies  in  the  Socialist  Republic  of 
Romania"  and  Decree  No.  425  "Regarding  Tax  on  Profits  of  Joint  Com- 
panies Constituted  in  the  Socialist  Republic  of  Romania." 

Decree  No.  424  (see  Appendix  B)  establishes  the  economic  areas  in 
which  joint  ventures  may  be  formed;  stipulates  the  economic  objectives 
sought  in  forming  joint  companies;  establishes  that  all  joint  venture 
financial  transactions,  within  Romania  and  abroad,  are  to  be  carried 
out  in  the  currency  of  the  foreign  investor;  outlines  the  nature  and  extent 
of  both  Romanian  and  foreign  participation  in  such  companies;  and  sets 
out  the  necessary  legal  documentation  for  establishing  joint  ventures  (i.e. 
contract  of  association  and  statutes).  This  decree  also  describes  the  organi- 
zation of  joint  companies,  the  financial,  administrative  responsibilities 
and  management  rights  of  the  parties.  The  scope  of  a  joint  venture's 
economic  activity  is  also  set  out.  Other  topics  covered  in  this  decree  include 
the  rights  and  obligations  of  joint  company  personnel,  procedures  for  dis- 
solution and  liquidation  of  joint  companies,  and  dispute  settlement 
procedures. 

Decree  No.  425  (see  Appendix  C)  addresses  itself  specifically  to 
taxation  matters  involving  joint  companies.  It  explains  taxation  procedures 
and  regulations,  including  taxation  of  company  employees,  profit  with- 
holding percentages,  filing  dates,  and  appeal  mechanisms.  Most  importantly, 
this  decree  provides  for  several  tax  exemptions  and  reductions  (based  on 
reinvestment  incentives). 

Law  No.  1  and  these  two  decrees  provide  the  legal  framework  for  equity 
joint  ventures   in   Romania   between   foreign    firms    and    Romanian    state 


7  Law    No.    1    on    Foreign   Trade    and    Economic    Activities    appears    in    the    Official    Bulletin    No.    33    of    the 
Socialist  Republic  of  Romania,  March  17,  1971. 


enterprises.  The  Romanians  have  made  clear  that  these  are  to  be  the  basic 
laws  regarding  joint  ventures  and  have  no  present  plans  to  elaborate  them 
further.  What  is  not  found  in  Law  No.  1  and  the  decrees  must  be  nego- 
tiated and  written  into  the  individual  joint  venture  contracts. 

Guarantees  Granted  by  the  Romanian  State 

According  to  Article  60  of  Law  No.  1  of  March  1971,  the  Romanian 
State  "ensures  and  guarantees  the  financial  contribution  of  Romanian 
economic  organizations  to  the  joint  companies  in  other  countries  and  the 
functioning  of  joint  comnanies  in  Romania. "  Under  the  same  article,  the 
State  guarantees  that  the  foreign  party  can  transfer  abroad  his  profits  and 
original  investment,  after  payment  of  taxes  and  the  fulfillment  of  other 
obligations  stemming  from  the  contract. 

Pertinent  U.S.  Legislation 

Romanian  initiatives  to  increase  trade  activities  with  the  United  States 
and  other  Western  nations,  including  the  joint  venture  legislation,  led  to  a 
series  of  U.S.  legislative  and  administrative  steps  designed  to  facilitate 
economic  and  commercial  relations  between  the  two  countries.  These 
included  eligibility  to  the  Overseas  Private  Investment  Corporation's 
(OPIC)  program  and  the  Presidential  determination  of  November  1971, 
which  made  Romania  eligible  for  U.S.  Export-Import  Bank  (Eximbank) 
direct  lending  and  financial  guarantee  programs. 

Following  the  enactment  of  the  Trade  Act  of  1974,  the  Eximbank  pro- 
grams as  well  as  those  of  OPIC  and  other  U.S.  Government  agencies  were 
temporarily  suspended  for  a  short  period  in  1975.  Under  that  Act,  the  U.S. 
Government  is  prohibited  from  extending  export  credits,  credit  or  invest- 
ment guarantees,  directly  or  indirectly,  to  any  nonmarket  economy  country, 
such  as  Romania,  which  denies  its  citizens  freedom  of  emigration.8  In 
April  1975,  President  Ford  waived  the  application  of  this  prohibition  to 
Romania.  Following  this  waiver  and  the  approval  by  the  U.S.  Congress  of 
the  U.S. -Romanian  Trade  Agreement,  the  Eximbank  and  other  financial 
programs  were  resumed.  However,  a  renewal  of  the  waiver  and  Congres- 
sional clearance  are  required  annually  by  the  provisions  of  the  Trade  Act. 

OPIC  Legislation 

OPIC9  insures  U.S.  private  investments  against  political  risks  in  less 
developed  countries,  including  Romania,  and  provides  financing  to  U.S. 
investors  for  eligible  projects  in  those  countries.  OPIC  issues  insurance  in 
its  own  name  against  losses  due  to  war,  revolution  or  insurrection,  and  as 
manager  of  the  Overseas  Private  Investment  Insurance  Group  (composed 
of  OPIC  and  13  other  private  insurance  companies),  extends  insurance 
coverage  for  inability  to  convert  local  currencies  into  dollars  and  for  loss 
of  investment  due  to  expropriation,  nationalization  or  confiscation  by  a 
foreign  government.  Examples  of  insurance  coverage  available  for  develop- 
ing countries  include  joint  venture  arrangements,  licensing  agreements  and 
other  service  or  construction  investment  contracts. 


8  See  Title  IV,  section  402  of  the  Trade  Act  of  1974,  Pub.  L.  93-618. 

9  The    Overseas    Private    Investment    Corporation    was    created    by    section     105    of    the    Foreign    Assistance 
Act  of  1969    (Pub.  L.  91-175)  . 
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Export  Administration  Legislation 

Most  U.S.  Goverment  controls  on  exports  to  Romania  and  other  Com- 
munist countries  are  administered  by  the  Office  of  Export  Administration 
in  the  U.S.  Department  of  Commerce  under  the  authority  of  the  Export 
Administration  Act  of  1969   ("Act"),  as  amended.10 

U.S.  export  control  policy  towards  Romania  has,  over  the  years,  been 
more  liberal  in  comparison  to  most  other  Eastern  European  countries.  By 
1964,  Romania  had  asserted  a  more  independent  attitude  in  its  relations 
with  the  Soviet  Union,  expanded  its  trade  and  other  contacts  with  the 
West,  and  taken  steps  to  improve  its  relations  with  the  United  States  and 
other  Western  countries.  In  response  to  these  actions  the  United  States 
placed  the  export  of  most  U.S. -origin  nonstrategic  commodities  and  tech- 
nical data  to  Romania  under  general  license.11  This  was  effected  on  July  14, 
1964,  and  made  export  controls  for  Romania  similar  to  those  for  Poland. 

This  special  policy  was  also  one  of  the  factors  leading  to  removal  of 
validated  license  requirements  on  May  6,  1970,  from  exports  to  Romania 
of  230  categories  of  U.S. -origin  commodities  under  unilateral  U.S.  export 
control.  Liberalization  was  also  effected  in  April  1970  when,  at  Presidential 
direction,  Romania  was  separated  from  most  other  Communist  countries 
for  export  control  purposes  and  was  placed  in  a  new  and  special  country 
group.  However,  since  Romania  enjoyed  no  special  status  in  COCOM, 1J 
the  liberalization  was  basically  in  the  U.S.  unilaterally  controlled  commodity 
area. 

While  this  was  significant  at  the  time,  the  subsequent  extensive  decontrol 
of  U.S.  unilaterally  controlled  commodities  to  all  destinations,  mandated 
by  a  1972  amendment  to  the  Export  Administration  Act  cf  1969.  has 
lessened  the  differences  between  Romania  and  the  other  COMECON 
countries  to  the  point  where  it  has  virtually  ceased  to  exist.  Nonetheless, 
for  those  commodities  remaining  under  control,  including  COCOM  con- 
trolled items,  the  Department  of  Commerce  maintains  a  licensing  differen- 
tial toward  Romania  that  is  more  favorable  than  that  toward  all  other 
Warsaw  Pact  countries,  except  Poland. 

Bilateral  Agreements 

U.S. -Romanian  Trade  Agreement 

On  August  3,  1975,  the  Agreement  on  Trade  Relations  (Appendix  D) 
between  the  United  States  and  Romania  entered  into  force.  While  not 
specifically   aimed   at   joint   ventures,    the   Trade   Agreement   provides   the 


10  50  U.S.C  App.  ff2401  et  seq.  The  Act  expired  on  September  30,  1976.  However,  Executive  Order 
11940  dated  September  30,  1976,  provided  for  the  continuance  of  export  controls  under  the  authority  of 
Section  5(b)    of  the  Trading  With  the  Enemy  Act  of  1917,  as  amended. 

11  A  "general  license"  is  a  license  established  by  the  Department  of  Commerce  allowing  the  export  of 
certain  U.S. -origin  commodities  and  technical  data  without  requiring  the  filing  of  an  application  or  the 
issuance  of  a  licensing  document  by  the  Department  of  Commerce.  For  further  information  see  15 
C.F.R.  Part  371.  The  Department  of  Commerce  has  also  established  a  "validated  license"  for  the 
export  of  certain  commodities  and  technical  data  to  certain  destinations.  Such  a  license  requires 
the  filing  of  an  application  and  the  issuance  of  a  formal  licensing  document  by  the  Department  of 
Commerce.  See  15  C.F.R.  Parts  372-399.2  for  further  information. 

12  COCOM  (Coordinating  Committee)  is  the  operating  arm  of  the  Consultative  Group,  an  informal 
international  organization  concerned  with  the  control  of  strategic  trade  by  Western  nations  with  the 
Soviet  Union  and  other  Communist  countries.  It  was  established  in  Paris,  France  in  1949.  Its  current 
membership   consists    of   the    United    States   and   its    NATO    partners    (except    Iceland)    plus    Japan. 
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principal  framework  for  economic  and  commercial  relations  between  the 
two  countries  and  contains  important  provisions  for  U.S.  investors  wishing 
to  establish  joint  ventures  in  Romania.  The  most  important  section  of  the 
Trade  Agreement  provides  for  the  extension  of  most-favored-nation  (MFN) 
tariff  treatment  to  each  others'  products.13  The  Trade  Agreement  further 
cites  Romania's  status  as  a  developing  country,  thereby  making  Romania 
eligible  for  inclusion  in  the  U.S.  Generalized  System  Preferences  (GSP). 
Under  the  provisions  of  the  Trade  Act  of  1974,14  Romania  was  granted 
GSP  status  on  January  1,  1976. 

In  addition  to  the  tariff  advantages  it  introduced,  the  Trade  Agreement 
contains  provisions  providing  for  the  establishment  and  operation  of 
business  representations  by  one  country  in  the  territory  of  the  other.  Such 
representations  shall  be  accorded  "treatment  no  less  favorable  than  that 
accorded  to  nationals,  companies  and  economic  organizations  of  any  third 
country."  The  Trade  Agreement  also  notes  that  nationals,  companies,  and 
economic  organizations  of  the  two  countries  are  permitted  within  each 
other's  territory  to  deal  directly  with  buyers  and  end  users.  The  Agreement 
further  calls  for  the  facilitation  of  market  information  and  contains  an 
annex  which  enumerates  in  detail  specific  rights  and  obligations  involved 
in  connection  with  commercial  activities  on  the  territory  of  either  country. 

The  Trade  Agreement  reaffirms  the  obligations  of  both  countries  to  the 
Paris  Convention  for  the  Protection  of  Industrial  Property,  to  which  they 
are  signatories.  It  also  reaffirms  the  two  countries'  commitment,  as  expressed 
in  the  Joint  Statement  on  Economic,  Industrial  and  Technological  Coopera- 
tion of  December  5,  1973,  to  the  prompt  and  equitable  settlement  of 
commercial  disputes  and  recommends  that  contracts  between  commercial 
entities  of  the  countries  should  provide  for  third  party  arbitration  under 
the  Rules  of  Arbitration  of  the  International  Chamber  of  Commerce  in 
Paris  (see  also  Long-Term  Agreement — Annex  I  at  Appendix  F  for 
arbitration  of  joint  venture  disputes). 

U.S.-Romanian  Income  Tax  Treaty 

In  February  1976,  the  U.S.-Romanian  Income  Tax  Treaty  entered  into 
force  (see  Appendix  E).  The  treaty,  which  was  negotiated  in  1973,  is 
designed  to  avoid  the  double  taxation  of  business  income,  personal  service 
income,  and  investment  income.  It  contains  provisions  for  reciprocal 
administrative  cooperation  and  assures  nondiscriminatory  tax  treatment 
by  providing  that  citizens  and  business  enterprises  of  one  country  may  not 
be  subject  to  more  burdensome  taxation  in  the  other,  than  the  latter's  own 
nationals  and  businesses. 

The  treaty  provides  for  a  reciprocal  withholding  rate  of  not  more  than 
10%  on  dividends.  As  pertains  to  joint  ventures,  this  provision  allows  the 
present  Romanian  statutory  rate  in  combination  with  the  30%  profit  tax 
rate  on  joint  companies  (Art.  1  of  Decree  No.  425)  to  fall  within  the  limits 
of   U.S.    foreign   tax   credit.    The   treaty    also    sets    the    maximum    rate   of 


13  Imports  from  Romania  continue  to  receive  mo9t-favored-nation  (MFN)  tariff  treatment  until  July  3, 
1977,  when  continuation  of  MFN  treatment  will  depend  on  the  President's  extending  application  of  the 
waiver  of  the  Trade  Act's  freedom  of  emigration  provisions,  without  Congressional  disapproval,  to 
Romania. 

14  See  Title  V  of  the  Trade  Act  of  1974. 
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industrial  royalties  at  15%,  and  provides  that  equipment  rentals  in 
Romania  are  subject  to  withholding  tax  only  if  connected  with  a  Romanian 
office. 

In  addition,  each  country  agrees  to  assess  withholding  taxes  on  interest 
derived  by  residents  of  the  other  country  at  a  maximum  rate  of  10%. 
To  avoid  double  taxation,  American  citizens  are  permitted  to  credit  against 
their  U.S.  income  tax  any  taxes  paid  in  Romania. 

U.S. -Romanian  Long-Term  Agreement  on  Economic, 
Industrial  and  Technical  Cooperation 

On  November  21,  1976,  representatives  of  the  U.S.  Government  and  the 
Romanian  Government  signed  a  10-year  agreement  on  economic  industrial 
and  technical  cooperation  (see  Appendix  F).  This  Agreement  sets  forth 
general  guidelines  for  long-term  arrangements  between  firms  and  enter- 
prises of  the  two  countries.  It  is  intended  to  supplement,  and  not  to  replace, 
the  U.S. -Romanian  Trade  Agreement  of  1975,  by  which  Romania  acquired 
most-favored-nation  (MFN)  treatment  and  which  remains  subject  to 
periodic  review  by  the  Congress  according  to  the  requirements  of  the  Trade 
Act  of  1974. 

The  Long-Term  Agreement  is  important  to  Romania  because  it  provides 
a  long-term  framework  for  the  development  of  economic  and  industrial 
cooperation  activities,  including  joint  ventures,  between  Romanian  state 
enterprises  and  U.S.  firms.  As  the  Romanians  divide  international  commer- 
cial activity  into  two  distinct  categories:  trade  and  cooperation,15  the  Long- 
Term  Agreement  is  particularly  important  in  formally  establishing  coopera- 
tion with  U.S.  firms  as  a  desired  goal  within  Romania's  foreign  trade 
system. 

The  Long-Term  Agreement  is  viewed  as  significant  for  several  reasons. 
It  offers  protection  to  U.S.  investors  against  expropriation  or  impairment 
of  their  contractual  rights  by  Romanian  Government  action.  It  also  contains 
measures  for  the  improvement  of  business  facilities  and  services  and  for 
the  exchange  of  commercial  and  economic  information. 

The  Agreement  includes  an  annex  designed  to  facilitate  the  establishment 
of  joint  ventures  and  other  forms  of  business  cooperation  on  terms  familiar 
to  the  U.S.  business  community.  Specifically,  the  Annex  sets  out  general 
principles  for  the  establishment  and  operation  of  joint  companies  in  both 
countries,  including  the  right  to: 

•  hire  and  compensate  directly  employees  at  rates  similar  to  those 
predominant  domestically  in  companies  engaged  in  similar  com- 
mercial activities ; 

•  share  in  company  profits  in  proportion  to  capital  participation; 

•  share  in  assets  resulting  from  termination  and  dissolution  of  the 
joint  company; 

•  transfer  for  value  all  or  part  of  the  rights  arising  from  capital 
participation  in  a  joint  venture; 

•  examine  and  verify,  upon  request,  the  status  of  the  company's 
property  and  books  of  account; 


15  Trade  is  considered  straight  import  and  export  transactions  while  cooperation  is  a  more  complex 
form  of  trade,  usually  involving  long-term  commercial  relationships  and  counter-purchase  arrangements,  joint 
ventures,  etc. 
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•  participate    in    management    in     equitable    proportion    to     capital 
participation; 

•  limit  the  liability  of  both  parties  for  the  obligations   of  the  joint 
company. 

All  of  these  rights  are  subject  ot  the  laws  and  regulations  in  force  in 
the  country  where  the  joint  company  is  established. 

The  Annex  also  recommends  that  joint  venture  disputes  be  submitted  for 
conciliation  or  arbitration  as  provided  by  the  Convention  on  the  Settle- 
ment of  Investment  Disputes  between  States  and  Nationals  of  Other  States 
(ICSID). 
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IV.    MAIN  ASPECTS   REGARDING  THE 

ORGANIZATION  AND  OPERATION 

OF  JOINT  VENTURES  IN  ROMANIA 

Before  forming  the  joint  venture,  the  U.S.  company  should  acquire  an 
accurate  picture  of  the  local  market  conditions  and  familiarize  itself  with 
any  applicable  Romanian  legislation  (see  Appendix  G).  Useful  sources  of 
information  for  this  purpose  are  Western  firms  and  banks  active  in  the 
Romanian  market,  as  well  as  Romanian  sources  such  as  the  Marketing  Insti- 
tute of  the  Ministry  of  Foreign  Trade.  Once  there  is  a  general  agreement 
between  the  parties  that  a  joint  venture  is  desirable,  a  prolonged  process  of 
formalities  and  approvals  is  required  to  implement  the  joint  company. 

Legal  and  Organizational  Aspects 

Decree  No.  424  provides  that  joint  ventures  enjoy  the  status  of  corporate 
legal  entities  in  Romania.  As  Romanian  juridical  persons,  joint  ventures  can 
sue  and  be  sued,  operate  under  local  commercial  laws,  and  are  responsible 
for  their  actions  to  the  State.  They  are  subject  not  only  to  the  specific  legis- 
lation affecting  joint  companies  but  to  all  other  laws  of  Romania  as  well. 
Thus,  in  the  absence  of  specific  provisions  to  the  contrary  in  the  contract  of 
association  and  statutes,  Romanian  laws  will  apply  to  the  organization  and 
operation  of  joint  ventures. 

Formation  Formalities  and  Requirements 

To  form  a  joint  venture,  the  parties  must  first  carry  out  a  "study  of 
technical-economic  efficiency."  Based  on  its  results,  the  parties  draft  a 
"memorandum  of  association"  (or  frame  agreement)  of  the  economic  justi- 
fication and  the  objectives  on  the  venture.  This  memorandum  has  no  stand- 
ardized form.  It  may  consist  of  a  simple  exchange  of  letters  indicating  an 
intention  to  form  a  joint  venture  or  even  a  general  agreement  of  economic 
cooperation  of  which  a  joint  venture  is  only  one  of  several  possible  forms. 
The  parties  then  develop  the  contract  of  association  and  statutes  of  the  joint 
company. 

The  Romanian  party  next  must  go  through  elaborate  approval  procedures 
before  entering  a  joint  venture.  The  proposed  contract  and  statutes  must  be 
reviewed  for  economic  efficiency  and  approved  by  the  State  Planning  Com- 
mittee, the  Ministry  of  Finance,  the  Ministry  of  Foreign  Trade,  the  Ministry 
of  Labor,  the  Bank  of  Foreign  Trade,  and  other  financing  banks.  The  exact 
time  required  for  all  the  steps  above  will  vary  with  each  joint  venture.  In 
the  case  of  Control  Data,  this  process  required  12  to  18  months;  however, 
as  a  result  of  acquired  experience,  the  process  is  gradually  becoming  less 
time  consuming. 

15 


A  typical  comprehensive  frame  agreement  which  lists  the  desired  basic 
information  is  shown  in  Appendix  H.  Appendix  I  is  a  model  of  the  contract 
of  association,  and  Appendix  J  shows  a  model  statute  for  a  joint  stock 
company.  Appendix  K  lists  and  describes  the  main  contractual  clauses 
governing  the  rights  and  obligations  of  the  partners  of  the  joint  venture 
when  a  transfer  of  technology  is  involved.  The  documents  shown  in  Appen- 
dices H  through  K  contain  typical  information.  The  articles  or  clauses  of  a 
particular  joint  venture  will  have  to  be  adapted  to  conform  with  that 
situation. 

After  obtaining  the  advice  and  consent  of  the  ministries  and  state  agencies, 
the  parties  must  take  the  four  basic  documents:  feasibility  study,  memoran- 
dum of  association,  contract  of  association,  and  statutes,  accompanied  by  a 
written  request,  to  the  Ministry  of  Foreign  Trade.  At  this  stage  the  docu- 
ments are  reviewed  to  ensure  compliance  with  domestic  Romanian  law,  the 
Labor  Code,  customs  laws,  currency  laws,  banking  laws,  etc.  The  Ministry  of 
Foreign  Trade  then  submits  the  documents  to  the  Council  of  Ministers. 
Final  approval  of  the  joint  venture's  contract  of  association  and  statutes 
rests  with  the  Council  of  State  upon  proposal  of  the  Council  of  Ministers. 

Once  approved  and  enacted  into  law,  the  joint  venture  must  be  registered 
with  both  the  Ministry  of  Foreign  Trade  and  the  Ministry  of  Finance,  the 
two  state  organs  most  concerned  with  its  economic  and  financial  operation. 
The  joint  venture  formally  comes  into  existence  upon  registration  with  the 
Ministry  of  Finance  and  upon  the  publication  of  the  fact  in  the  Official 
Bulletin  of  the  Socialist  Republic  of  Romania. 

Subsequent  modifications  of  either  the  joint  venture's  contract  of  associa- 
tion or  the  statutes  must  again  be  submitted  for  approval  to  the  Council  of 
State. 

Joint  Company  Activity  and  Form  of  Association 

The  designated  fields  of  cooperation  are  those  of  industry,  agriculture, 
construction,  tourism,  transportation,  scientific  and  technological  research. 
The  objectives  of  the  joint  company's  activities  are  to:  develop  the  Romanian 
economy;  improve  productivity;  develop  scientific  research,  technologies  and 
management;  train  specialists;  and  promote  exports. 

A  joint  venture  can  be  either  a  joint  stock  or  a  limited  liability  company, 
both  of  which  are  governed  by  the  negotiated  contract  and  statutes,  and 
which  operate  as  Romanian  corporate  bodies  under  the  laws  of  that  country. 
These  two  types  of  companies  were  proposed  in  Decree  No.  424  because 
they  represent  common  forms  of  business  association  in  the  West. 

The  Romanian  Government  states  that  it  has  no  preference  as  to  the  form 
of  association  the  negotiating  parties  choose.  Both  forms  have  been  adopted 
by  foreign  investors  in  Romania,  the  choice  reflecting  the  manner  in  which 
the  Western  firms  are  structured  in  their  home  countries.  For  example,  the 
joint  ventures  established  with  Control  Data,  Romalfa,  Dainippon,  and 
L'Electronique  Apliquee  are  limited  liability  companies,  while  those  with 
Renk  and  Kohmaier  are  joint  stock  companies. 

The  organizational  structure  of  joint  stock  and  limited  liability  companies 
is  similar.  Both  companies  operate  under  the  directives  of  a  General  Assem- 
bly of  Partners  or  Shareholders.  The  General  Assembly  establishes  the 
policies   of  the   joint   venture;    approves    its    organizational    structure    and 
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activity  schedule;  appoints  or  dismisses  its  officers;  agrees  on  the  collective 
labor  contract;  approves,  amends  or  rejects  the  balance  sheet  and  income 
statements;  and  decides  whether  to  raise  new  capital.  Decisions  by  the 
General  Assembly  regarding  changes  in  the  social  capital,  amendments  in 
the  joint  venture's  contract  of  association  and  statutes,  mergings  or  dissolu- 
tion and  liquidation  of  the  company  require  approval  by  the  Romanian 
Council  of  State. 

The  operations  of  limited  liability  joint  ventures  are  directed  by  the 
company's  Managing  Committee  in  conformity  with  the  decisions  and  poli- 
cies set  by  the  General  Assembly.  The  joint  stock  ventures  are  responsible 
to  an  Administrative  Council  which  also  implements  the  directives  of  the 
General  Assembly.  A  Romanian  general  manager,  appointed  by  the  Manag- 
ing Committee  or  Administrative  Council,  runs  the  daily  operations  of  the 
joint  venture. 

Article  10  of  the  statute  of  a  joint  stock  company  (see  Appendix  J)  limits 
the  liability  of  joint  stock  companies.  Thus,  the  company's  property  cannot 
be  attached  through  the  personal  debts  or  obligations  of  the  stockholders, 
and  claims  by  creditors  against  individual  stockholders  can  be  made  only 
on  that  portion  of  the  company's  profit  owing  to  that  stockholder  or,  upon 
liquidation  of  the  company,  on  the  amount  due  the  stockholder. 

The  Contract 

In  Romania,  where  the  joint  venture  contract  of  association  and  statutes 
acquire  the  stature  of  law  of  the  country,  the  careful  drafting  of  these  docu- 
ments is  imperative.  Contracts  should  spell  out  every  forseeable  detail  of  the 
proposed  operation,  yet  still  strive  to  retain  a  degree  of  flexibility  to  accom- 
modate subsequent  changes  in  the  aims  of  the  parties  stemming  from  possi- 
ble changes  in  market  conditions  or  a  reordering  of  corporate  priorities. 

Detailed  consideration  should  be  given  to: 

•  the  limitations  on  transferral  and  updating  of  technology;16 

•  rights  to  new  inventions  developed  by  the  joint  company; 

•  clauses  regarding  the  acquisition  of  local  or  imported  supplies; 

•  quality  control  responsibilities  and  procedures; 

•  independent  auditing  of  the  joint  company  records  by  the  foreign 
firm  or  its  designated  representative; 

•  price  formulations; 

•  qualification  and  selection  requirements  for  local  labor; 

•  the  selection  of  an  arbitration  site  and  governing  law; 

•  the  distribution  of  profits  derived  from  exports  to  Western  and 
COMECON  countries; 

•  language  training,  medical  attention,  duty-free  import  and  trans- 
ferral rights  of  goods  as  well  as  accommodations  in  Romania  for  the 
foreign  personnel; 

•  provisions  for  disposing  and/or  recovering  costs  of  appliances  and 
fixtures  (when  these  become  surplus)   installed  by  the  foreign  party 


18  For  example,  limitations  regarding  sharing  of  information  on  design  improvements  of  the  joint 
venture's  product,  as  compared  to  transferral  of  information  on  new  or  replacement  products  developed 
independently  by  the  foreign  party. 


at  his  own  costs  to  improve  the  joint  ventures  lodgings  for  its  foreign 
personnel;17 
•  entry  and  exit  visa  rights  for  local  and  foreign  employees;  etc. 

The  contract  of  association  should  clearly  define  all  fees  and  charges 
currently  prescribed  under  Romanian  law  which  relate  to  the  activity  of  the 
joint  venture,  and  it  should  address  itself  to  the  assessment  of  any  future 
charges.  The  contract  should  also  indicate  which  party  (i.e.,  the  Romanian 
party,  the  foreign  investor,  or  the  joint  venture  itself)  will  be  responsible 
for  any  such  fees  or  charges.  An  example  of  such  a  fee  is  the  one  required 
of  joint  ventures  for  the  issuance  of  a  certificate  of  origin,  which  qualifies 
export  products  for  Romanian  duty  exemptions. 

The  certificate  defines  the  percentage  of  Romanian  content  in  the  product, 
since  different  levels  are  necessary  to  qualify  for  different  countries  in  the 
West.  This  document  is  issued  by  the  Romanian  Chamber  of  Commerce  only 
to  organizations  that  are  its  members  (e.g.,  FTOs).  No  written  regulations 
on  the  annual  cost  of  membership  to  joint  ventures  have  been  published,  but 
these  membership  fees,  although  negotiable,  are  understood  to  be  substantial. 

The  joint  venture  contract,  once  approved,  becomes  the  only  instrument  of 
reference  for  all  of  the  joint  venture's  operating  decisions.  The  provisions 
within  the  contract  should  be  written  to  allow  subsequent  revisions.  Later 
amendments  to  contract  clauses  may  be  made  by  agreement  of  the  investors 
with  few  formalities,  provided  these  clauses  have  been  worded  appropriately 
to  permit  modification.  For  example,  if  production  capacity  is  to  be  kept 
flexible  to  conform  with  changing  market  needs,  the  required  conditions  and 
implementing  procedures  for  scaling  (up  or  down)  production  output  must 
be  clearly  spelled  out  in  the  contract.  Basic  restructuring  of  the  contract  or 
amending  through  the  addition  of  new  clauses  can  be  done,  but  the  required 
approval  process  for  such  basic  changes  is  time,  consuming  and  involves 
ratification  by  the  Romanian  Council  of  State. 

Romanian  authorities  are  prepared  to  allow  insertion  of  special  clauses  in 
the  joint  venture's  contract  of  association  and  statutes,  even  when  these  may 
conflict  with  the  laws  of  the  country,  provided  that  Romania's  economic 
interests  would  be  benefitted.  Indeed,  the  very  promulgation  of  Decree  No. 
424,  which  legalizes  foreign  ownership  of  capital  and  the  means  of  produc- 
tion in  Romania  and  allows  the  joint  venture  to  trade  abroad  outside  the 
jurisdiction  of  Romania's  Foreign  Trade  Organizations,  is  an  exception  to 
the  country's  other  laws. 

Investment  and  Commercial  Aspects 

Joint  ventures  must  be  capitalized  at  least  51%  by  the  Romanian  investor. 
Contributions  to  subscribed  capital  can  be  in  the  form  of  convertible  cur- 
rency, equipment,  civil  engineering,  construction  work,  technology,  know- 
how,  or  other  rights  and  obligations.  The  Romanian  contribution  may 
include  any  real  estate  utilized  by  the  joint  venture  (otherwise,  the  joint 
venture  must  pay  rent  for  the  property  to  the  State) .  Financial  contributions 


17  See  Decree  No.  395  of  1976  (published  in  Official  Bulletin  No.  109-110  of  1976)  on  "Customs 
Tariffs  for  Imports  in  the  Romanian  Socialist  Republic."  This  Decree  refers  to  duty-free  imports  of  goods 
for  use  connected  with  joint  ventures  (Article  6)  ,  and  to  types  of  goods  which  can  be  imported  duty-free 
on  a  temporary  basis    (Article  7)  . 
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to  the  joint  venture  by  the  foreign  party  must  be  in  convertible  currency. 
Contributed  funds  are  placed  in  the  joint  venture's  account  in  a  Romanian 
bank,  usually  the  Romanian  Bank  of  Foreign  Trade. 

Valuation  of  Parties'  Contributions 

The  valuation  of  each  party's  contributions  is  established  in  the  currency 
agreed  upon  in  the  company  contract.  The  value  of  assets  other  than  cash 
contributed  by  the  Romanian  party  is  determined  by  using  "world-market" 
prices.  The  valuation  of  these  prices  does  not  reflect  the  real  social  and 
labor  costs  but  is  based  on  estimated  price  levels  in  convertible  currency 
for  "typical"  Western  markets.  The  selection  criteria  for  the  typical  markets 
should  be  specified  during  negotiations  to  arrive  at  a  realistic  value  for  the 
Romanian  contribution,  and  thus  to  a  mutually  agreeable  equity  investment 
between  the  parties. 

For  example,  if  the  Romanian  contribution  includes  any  real  estate  utilized 
by  the  joint  venture,  its  pricing  will  reflect  an  estimated  world -market  value 
in  convertible  currency,  and  will  depend  on  such  considerations  as  the  prop- 
erty's location,  the  displacement  value  for  any  existing  buildings  or  culti- 
vated areas  on  the  property,  the  availability  of  utilities,  etc.  The  market 
value  of  the  site  is  computed  by  averaging  prices  of  foreign  sites  destined 
for  similar  use  in  the  West.  The  selection  of  the  sites  favors  those  located  in 
industrialized  Western  countries,  so  that  the  resulting  estimate  is  likely  to 
be  high.  The  Western  party  should  make  certain  that  sites  located  in  coun- 
tries with  economies  comparable  to  Romania's  are  included  in  the  average 
price  quoted. 

The  general  guidelines  for  pricing  these  equity  contributions  reflects  the 
desire  to  attract  prospective  foreign  partners  who  would  otherwise  look  for 
investment  in  other  countries. 

A  common  problem  recurring  during  preliminary  negotiations  involves 
forecasting  costs  associated  with  the  joint  venture's  operations  and  the 
Romanian  contribution  to  the  joint  venture.  This  problem  results  from  the 
difficulty  in  determining  labor  and  other  costs  incurred  in  Romania. 

Prospective  investors  will  find  the  Romanians  to  be  skilled  negotiators 
who  may  assume  extreme  negotiating  postures.  For  examples,  in  pricing  the 
foreign  party's  technology  contribution  to  the  joint  venture,  Romanian 
negotiators  may  argue  that  the  technology  costs  have  been  previously 
recovered  in  prior  sales  and,  therefore,  should  be  provided  to  the  joint 
venture  at  a  substantial  discount.  The  Western  party's  counterargument  that 
technology  costs  include  any  improvements  over  the  life  of  the  contract 
have  been  debated  since  the  value  of  such  future  benefits  are  difficult  to 
prove  at  the  time  of  negotiations.18 

When  the  Romanian  party  has  primary  responsibility  for  construction  of 
a  new  plant,  it  may  request  that  escalating  costs  associated  with  construction 
be  included  as  part  of  its  equity  contribution.  Kohmaier  has  negotiated  a 
contract  in  which  the  joint  company,  "Romelite,"  would  lease  its  production 
plant  facilities  from  the  Romanian  Government  to  reduce  the  equity  con- 
tribution of  its  local  party,  an  industrial  central  of  the  Romanian  Ministry 
of  Machine  Building.  It  is  conceivable  that  leasing  of  equipment,  if  advan- 
tageous, could  also  be  negotiated  in  the  contract  of  association. 


18  See  also   Article   23   of  the   Licensing    Comtract    in    Appendix   K. 
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The  Transfer  of  Technology  and  Know-How 

In  acquiring  technology  for  their  own  use  in  non- joint  venture  trans- 
actions, the  Romanians  have  generally  purchased  less  costly  technologies 
from  the  West.  A  probable  reason  for  choosing  price  over  state-of-art 
technology  is  Romania's  desire  to  minimize  its  debt  exposure.  Other  factors 
may  be: 

•  that  production  derived  from  certain  acquired  technologies  is  meant 
to  fulfill  domestic  and  inter-COMECON  obligations  and  is  not  prin- 
cipally destined  for  convertible  currency  export  markets;   and 

•  that  acquisition  of  new  technology  has  to  be  consistent  with  the 
expansion  of  existing  plant  capacity  and  technologies  in  use. 

Thus,  opinions  on  the  merits  of  providing  state-of-art  technology  as  part 
of  the  U.S.  party's  contribution  to  the  joint  venture  vary  among  U.S. 
firms.  Many  U.S.  firms  spend  a  sizable  portion  of  sales  income  on  research, 
and  only  part  of  it  results  in  marketable  technology.  Since  few  Romanian 
(or  Eastern  European)  firms  are  prepared  to  pay  commensurate  royalties 
over  the  life  of  the  plant  to  get  desired  technologies,  some  U.S.  firms  feel 
that  the  joint  venture  approach  corresponds  to  technology  sales  at  discount 
prices.  Assuming  that  a  decision  has  been  made  to  transfer  technology 
under  the  auspices  of  a  joint  venture,  additional  problems  in  transferring 
it  may  occur. 

An  important  aspect  of  any  joint  venture  with  a  U.S.  firm  may  be  the 
effect  of  the  U.S.  Export  Administration  Act  of  196919  on  either  the  tech- 
nological contributions  of  the  U.S.  party  to  the  joint  company's  equity  or 
to  the  company's  resultant  product.  While  both  parties  may  agree  that 
the  U.S.  party  should  provide  its  technology  to  the  joint  venture  (in  the 
form  of  know-how,  license,  or  embodied  in  machinery  and  related  equip- 
ment ) ,  U.S.  export  controls  may  limit,  or  prevent  in  particular  cases,  such 
transfer.  Since  a  significant  part  of  the  U.S.  company's  initial  contribution 
to  the  joint  company  may  be  technology  or  technologically  sophisticated 
products,  the  U.S.  party  should  seek  preliminary  advisory  opinions  from 
the  Department  of  Commerce's  Office  of  Export  Administration  (OEA)  to 
determine  whether  problems  might  arise  in  obtaining  the  necessary  OEA 
export  license.  The  U.S.  party's,  unfounded  asurances  during  negotiations 
that  these  controlled  items  are  obtainable  can  be  damaging  if  the  license 
applications  are  later  denied  or  if  extended  delays  occur  in  obtaining 
license  approvals. 

A  more  difficult  situation  arises  when  the  parties  decide  on  a  production 
scheme  which  does  not  involve  export  license  problems  at  the  time  the 
joint  company  is  formed  but  which,  because  of  the  nature  of  production,  will 
result  in  the  need  for  a  license  at  a  a  later  time.  Then,  due  to  changes  in 
the  long  range  plan  of  the  joint  venture,  either  new  sensitive  product 
lines  are  introduced  or  the  production  schedule  for  the  more  sophisticated 
products  is  advanced,  so  as  to  raise  current  export  control  problems  (either 
with  the  product  to  be  sold  itself  or  with  the  supplies  and  subparts 
necessary  for  manufacture). 

For  high  technology  joint  ventures,  a  similar  situation  might  arise  if  the 
joint   venture's   products,   for   which   licenses   had   been    obtained,   become 


19  See  page  11. 


suddenly  noncompetitive  or  obsolete  in  export  markets  in  which  tech- 
nological breakthroughs  have  occurred.  In  such  a  case,  the  joint  venture 
may  be  forced  to  introduce  more  advanced  versions  of  the  same  product 
or  shift  to  manufacturing  a  different  line  of  products.  Either  of  these 
actions  could  require  applying  for  a  new  export  license  which  may  or 
may  not  be  approved. 

The  problem  in  these  examples  could  be  very  serious  because  the  joint 
venture  is  underway  and  both  parties  have  made  substantial  capital  invest- 
ments. In  such  a  situation,  Romanian  pressure  on  the  U.S.  party  to 
obtain  the  appropriate  export  license  would  be  considerable  and,  of 
course,  failure  to  obtain  these  vital  licenses  could  result  in  the  collapse  of 
the  joint  venture.  Therefore,  the  U.S.  firm  and  its  Romanian  counterpart 
should  develop,  as  part  of  the  contract  of  association,  a  series  of  produc- 
tion options  which  will  allow  flexibility  and  avoid  such  potentially 
troublesome  export  control  problems. 

A  less  obvious  means  of  transferring  technology  could  result  from  the 
long-term  participation  of  U.S.  personnel  in  the  joint  company's  activity. 
Since  U.S.  technical  personnel  may  be  stationed  in  Romania  for  long 
periods  to  work  with  the  joint  company,  their  every  day  work  and  contact 
with  their  Romanian  colleagues  may  result  in  the  transfer  of  technological 
knowledge  which  would  otherwise  be  protected.  In  negotiating  and  carrying 
out  joint  ventures,  U.S.  firms  should  be  aware  of  this  possibility  and 
should  take  the  proper  steps  to  avoid  problems  that  could  arise. 

A  U.S.  firm  engaged  in  classified  work  for  the  U.S.  Government  should 
be  aware  its  security  clearances  for  such  work  may  become  an  issue  if  it 
seeks  a  joint  venture  in  Romania.  Department  of  Defense  security  regula- 
tions (DOD  Reg.  522-.22R)  prohibit  a  person  engaged  in  representing  a 
communist  entity  from  having  a  top  secret  clearance.  It  can  readily  be 
assumed  that  in  a  joint  venture  U.S.  company  officials  and  executives 
may  be  assigned  to  the  venture's  Management  Committee  or  Administrative 
Council.  Since  the  potential  joint  venture  would  be  a  Romanian  corporate 
entity  under  Romanian  law,  the  U.S.  security  clearances  of  the  executives 
and  officers  of  the  American  company  as  well  as  its  corporate  clearance 
may  be  placed  in  jeopardy. 

Subcontracting  and  Local  Supply  Availability 

Decree  No.  424  states  that  supplies  and  raw  materials  for  the  joint 
company  can  be  imported  or  purchased  domestically  with  all  payments  to 
Romanian  or  foreign  suppliers  to  be  made  in  the  convertible  currency 
established  by  the  joint  venture  contract. 

An  important  measure  of  the  joint  venture's  operating  efficiency  to  the 
Romanians  is  the  extent  to  which  the  supplies  are  of  local  origin.  Since  the 
joint  venture  conducts  all  of  its  operations  in  convertible  currency,  domestic 
procurement  is  a  source  of  convertible  currency  earnings  to  the  Roma- 
nians. Domestic  procurement  also  offers  an  opportunity  for  utilizing  the 
country's  human  potential,  improving  and  enhancing  local  production,  up- 
grading the  quality  of  technical  skills,  and  reducing  Romania's  dependence 
on  imports. 

For  production  ventures,  careful  consideration  has  to  be  given  in  the 
joint    company's    contract    of    association    to    the    timely    procurement    of 
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supplies  and  spare  parts.  This  problem  might  be  overcome  if  foreign  pur- 
chases of  specific  raw  materials  and  parts  could.be  handled,  on  behalf  of 
the  joint  venture,  by  the  foreign  party  for  the  first  few  years  under  sub- 
contract. Also,  a  clause  specifying  procurement  handling  from  alternate 
sources  of  supply  should  be  included  in  the  venture's  contract.  According 
to  the  contract  of  association,  the  parties  can  establish  a  level  of  supply 
from  Romania. 

Market  Development 

A  primary  concern  of  both  parties  is  making  inroads  in  each  other's 
markets  without  compromising  their  established  positions  in  their  own 
markets.  The  Romanians  expect  the  foreign  investor  not  only  to  assist  them 
with  production  but  also  to  created  new  markets  for  their  products  outside 
of  COMECON. 

To  expedite  joint  venture  negotiations,  the  Romanians  encourage  the 
foreign  party  to  provide,  at  its  own  expense,  a  comprehensive  market  study 
for  the  joint  venture's  services  or  products.  The  study  should  be  conducted 
at  an  early  stage  of  the  negotiations.  It  should  include  comparative  market 
projections  including  marketing  responsibilities  in  Romania,  the  COMECON 
countries,  the  Western  markets  and,  if  applicable,  developing  countries. 
In  addition,  it  should  include  data  on:  (1)  required  supplies  of  raw 
materials  and  their  sources;  (2)  procurement  conditions  and  costs  of 
spare  parts;  (3)  production  time  studies;  and  (4)  the  proposed  pricing 
structure  for  the  joint  venture's  products.20  Such  information  is  used  to 
determine  the  viability  of  the  venture.  The  Romanians  also  use  it  to 
estimate  equivalent  costs  within  their  domestic  pricing  system. 

One  major  problem  facing  foreign  investors  in  Romania  is  how  to 
market  and  service  products  in  the  COMECON  countries,  given  that  a 
joint  venture's  commercial  transactions  are  to  be  carried  out  only  for 
convertible  currency.  Products  or  services  sold  by  the  joint  venture  for 
nonconvertible  currency  have  to  be  accounted  for  in  convertible  currency 
in  the  joint  venture's  books.  The  Romanian  Bank  of  Foreign  Trade  will 
not,  under  normal  circumstances  and  for  large  transactions,  provide  funds 
for  such  currency  conversions.  Therefore,  sales  for  nonconvertible  cur- 
rencies are  either  not  undertaken  or  transactions  involving  switch-trade 
and/or  barter  will  be  required  to  obtain  payment  ultimately  in  con- 
vertible currencies. 

The  convertible  currency  requirement  hinders  access  for  the  joint  ven- 
ture's product  to  Romania's  bilateral  clearing  agreements21  which  are 
conducted  within  COMECON  using  "transferable  rubles"  as  accounting 
units.  Although  some  of  the  5-year  and  annual  bilateral  trade  agreements 
within  COMECON  are  conducted  in  convertible  currency,  these  are  desig- 
nated for  specific  transactions  of  goods  necessary  to  the  Romanian  economy. 
Therefore,  it  is  not  clear  that  the  joint  venture  would  be  allowed  to  avail 
itself  of  these  agreements. 


20  See  Appendix  H  for  a  comprehensive  listing  of  topics  to  be  evaluated  in  the  study. 

21  In  1976,  Romania  had  bilateral  clearing  agreements  in  Africa  with  Algeria,  Ghana,  Guinea  and  Mali; 
in  Asia  with  Bangladesh,  India,  North  Korea,  Vietnam,  Pakistan,  the  People's  Republic  of  China  and 
Singapore;  in  Europe  with  Finland  and  Greece;  in  Latin  America  with  Brazil,  Colombia  and  Ecuador;  in 
the  Mideast  with   Cyprus,  Egypt,   Iran   and  Lebanon;   as  well  as   with    the   COMECON  countries. 
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In  the  Control  Data  joint  venture,  the  export  issue  has  been  resolved  by 
having  the  joint  company  sell  a  percentage  of  its  product  back  to  Control 
Data  Corporation  to  be  marketed  in  the  West  and  the  remainder  to  its 
Romanian  partner  for  sale  in  Romania  and  Eastern  Europe.  In  the 
"Romelite"  joint  venture,  Kohmaier's  representative  on  the  joint  company's 
Administrative  Council  has  sole  responsibility  for  marketing  the  venture's 
roller-chains  worldwide,  including  the  COMECON  countries. 

Pricing 

To  allow  for  changing  market  conditions,  flexible  pricing  criteria  should 
be  negotiated.  The  pricing  formulation,  which  reflects,  among  other  cri- 
teria, the  product's  world  market  price,  is  established  in  the  contract  of 
association  of  the  joint  venture  and,  as  previously  noted,  is  approved  by 
the  Council  of  State.  Thus,  the  formula  must  be  expressed  in  terms  and 
conditions  that  allow  maximum  flexibility,  since  later  changes  in  the 
formulation  would  require  high  level  approval. 

In  the  past,  some  Western  parties  have  felt  the  Romanians  have  deliber- 
ately proposed  low  prices  to  ensure  an  immediate  inflow  of  convertible 
currency  and  to  secure  the  share  of  a  new  market  at  the  expense  of 
long-term  profit  optimization  and  stability.  Indeed,  the  Romanian  State 
probably  can  afford  to  charge  low  prices  for  its  exports,  since  it  benefits 
from  charging,  in  convertible  currency,  export  wages  and  world  market 
prices  for  the  joint  venture's  local  personnel  services  and  the  domestic 
procurement  of  supplies  and  raw  materials.22 

Since  the  joint  venture  will  undoubtedly  procure  part  of  its  raw 
material  needs,  services,  or  other  supplies  in  Romania,  the  Western  party 
should  know  how  the  local  price  system  works  to  negotiate  favorable  terms 
of  procurement. 

Romanian  domestic  prices  within  each  industrial  sector  are  published  by 
the  State  in  a  catalogue.  Prices  are  set  to  cover  average  cost  of  goods 
(i.e.,  materials,  utilities,  wages  and  social  taxes,  depreciation,  research  and 
development,  etc.),  plus  an  approved  profit. 

A  tax  is  levied  only  on  products  sold  to  final  consumers.  Higher  profit 
mark-ups  are  usually  approved  for  capital  intensive  industries,  to  provide 
for  internal  financing,  capital  repairs  and  expansion.  Romanian  enterprises 
receive  the  same  payment  from  the  Foreign  Trading  Organizations  that 
export  their  goods  as  they  would  from  a  domestic  customer.  If  the  export 
of  goods  is  not  economically  profitable  and  if  Romania  still  deems  it 
worthwhile  to  export  them  (e.g.,  exports  to  developing  countries),  the 
State  might  absorb  differential  costs  of  the  exported  goods  and  increase 
their  domestic  price.  The  domestic  increase  could  then  be  applied  to 
defray  the  costs  borne  by  the  State. 

Since  1973,  price  structure  modifications  have  been  adopted,  leading  to 
a  revision  in  pricing  criteria  scheduled  for  gradual  adoption  over  the  next 
few  years.  The  revision  is  intended  to  align  prices  with  changing  conditions 
and  prevent  misuse  of  scarce  resources.  The  updated  prices  are  to  include  a 


22  In  existing  joint  ventures,  the  so-called  local  personnel's  "export  wages"  are  computed  at  artificially  fixed 
world  market  rates  which  are  higher  than  those  prescribed  for  comparable  Romanian  workers  in  domestic 
industries.  The  bank  then  disburses  salaries  in  lei  at  the  lower  levels  set  by  the  State  for  domestic 
workers,  and  absorbs  on  behalf  of  the  State  the  differentials  in  the  wage  funds. 
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tax  on  total  assets  and  a  land  tax  which  are  designed  to  encourage  more 
efficient  use  of  capital  and  land.  , 

Financial  Aspects 

Practically  all  financial  operations  of  a  joint  venture  fall  under  the 
control  of  the  Romanian  Bank  of  Foreign  Trade.  Besides  monitoring  the 
formation  of  the  joint  company,  the  bank  normally  handles  its  commercial 
financial  transactions,  including  disbursement  of  salaries  for  the  joint 
venture's  Romanian  personnel. 

In  preparing  investment  projects,  Romanian  economic  enterprises  and 
industrial  ministries  avail  themselves  of  the  technical  and  economic 
expertise  of  yet  another  financial  institution,  the  Romanian  Investment 
Bank.  This  bank,  which  oversees  all  domestic  project-cost  financing  for 
construction  activities,  plays  a  key  advisory  role  in  the  preparation  and 
evaluation  of  financial  investment  studies. 

Currency  and  Banking 

The  unit  of  Romanian  currency  is  the  leu  (plural  lei).  The  present 
(June  1977)  "commercial"  exchange  rate  of  the  leu  is  4.97  lei  per  U.S. 
dollar.  This  exchange  rate  is  used  for  accounting  purposes  and  for  foreign 
trade  planning.  A  "noncommercial"  exchange  rate  is  used  for  all  trade  trans- 
actions as  well  as  for  tourism.  It  is  calculated  at  12  lei  per  U.S.  dollar. 

Transactions  of  the  joint  venture  involving  transfer  of  funds  between 
U.S.  dollars  and  lei  are  computed  at  the  noncommercial  rate  of  exchange. 
Its  financial  operations  (either  in  convertible  currency  or  lei)  must  be 
conducted  through  accounts  with  an  authorized  Romanian  bank,  usually 
the  Romanian  Bank  of  Foreign  Trade.  While  all  joint  venture  financial 
operations  are  transacted  in  convertible  currency,  the  joint  company  is 
allowed  to  maintain  a  small  account  in  lei  (converted  from  convertible 
currency  at  the  noncommercial  rate)  which  it  uses  to  pay  for  minor 
expenses,  services  or  purchases  whose  prices  cannot  be  established  in 
convertible  currency. 

The  financial  operations  that  must  be  transacted  in  convertible  currency 
include  purchases  and  sales  abroad  as  well  as  salaries  of  the  joint  venture's 
foreign  and  local  employees  and  all  other  expenses  in  Romania.  The  joint 
venture  is  required  to  transfer  to  the  bank  sums  in  convertible  currency 
equivalent  to  the  salaries  of  the  Romanian  employees. 

However,  in  the  recently  concluded  Long-Term  Agreement,23  the  gov- 
ernments agreed  that  "joint  companies  should  have  the  right  to  .  .  . 
compensate  directly  employees,  other  than  those  engaged  in  management, 
in  conformity  with  applicable  laws  and  regulations,  at  rates  similar  to 
those  predominant  domestically  in  firms,  companies  or  economic  organiza- 
tions engaged  in  similar  activities."  This  provision  was  included  to  avoid 
the  inflated  labor  costs  to  U.S.  firms  resulting  from  the  artificially  fixed 
wage  rates  referred  to  above. 

Credits  and  Loans 

A  relatively   low  interest  rate  in  convertible  currency    (reportedly  2  to 


23  See  page  13  and  Appendix  F. 
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3%)  is  paid  on  the  joint  venture's  foreign  exchange  funds  deposited  in 
Romanian  banks.  The  foreign  party  may  obtain  its  financial  contribution 
from  its  internal  funds  or  through  loans.  Under  special  circumstances, 
the  Romanian  Bank  of  Foreign  Trade  may  guarantee  the  foreign  party's 
loan  obligation  to  Western  banks.24  The  Romanian  party  obtains  its 
convertible  currency  funds  from  the  Bank  of  Foreign  Trade. 

The  joint  venture  itself  may  secure  credits  in  convertible  currency  from 
authorized  Romanian  banks  or  from  abroad.  If  it  must  apply  for  additional 
convertible  currency  funds  later,  the  concurrence  of  the  Romanian  Bank 
of  Foreign  Trade  is  needed  to  raise  the  capital.  If  permission  is  granted 
to  raise  the  funds  outside  Romania,  the  Bank  of  Foreign  Trade  may, 
depending  on  the  project,  guarantee  part  or  all  of  the  loan. 

Manufacturers  Hanover  Trust  Company  of  New  York  operates  a  com- 
mercial office  in  Bucharest  and,  although  restricted  from  conducting 
operations  in  Romanian  currency,  it  is  allowed  to  finance  convertible 
currency  transactions,  subject  to  approval  by  the  National  Bank  of  Romania. 

Definition  of  Accounting  Terms 

Romanian  enterprises  and  joint  ventures  are  required  to  prepare  annually 
an  "Investment  Plan"  and  a  "Financial  Plan"  detailing  sources  and  uses 
of  funds  for  next  year's  operations.  They  must  also  prepare  a  "Balance 
Sheet"  with  an  annexed  "Income  Statement"  showing  the  past  year's  per- 
formance according  to  Romanian  accounting  practices. 

The  Balance  Sheet  lists  entries  for  "Fixed  Assets,"  "Working  Capital," 
"Investment  in  Progress"  and  "Remittances  to  the  State"  on  the  assets 
side,  as  well  as  entries  for  "Own  Funds  and  Allocations  for  Fixed  Assets," 
"Own  Funds,  Loans  and  Payment  for  Working  Capital,"  "Financing  of 
Investment  in  Progress"  and  "Owed  to  the  State"  on  the  liability  side.  A 
hypothetical  Balance  Sheet  is  shown  in  Appendix  L. 

The  "Fixed  Assets"  entry  shows  the  book  value  (gross)  and  accumu- 
lated depreciation  of  all  fixed  assets  and  always  equals  "Own  Funds  and 
Allocations  for  Fixed  Assets"  on  the  liability  side.  Depreciation  of  fixed 
assets,  which  includes  whenever  applicable,  the  depletion  of  natural 
resources,  cannot  occur  over  periods  longer  than  the  standard  lifetimes  of 
the  assets  as  specified  by  Romanian  law.~r'  Romanian  practice  is  to  depre- 
ciate under  the  straight  line  method. 

Accelerated  depreciation  of  fixed  assets  may  be  negotiated  by  the  joint 
venture  as  long  as  it  conforms  to  an  efficient  use  of  the  assets  in  the 
operations  of  the  company.  Depreciation  is  charged  at  the  full  rate 
allowed  by  law  on  all  installed  assets,  except  real  estate. 

Depreciation  charges  which  a  Romanian  enterprise  remits  to  the  State 
out  of  its  profits  serve  to  compensate  the  State  for  funds  it  allocated  to 
provide  the  enterprises'  fixed  assets.  While  depreciation  is  a  noncash  item 
in  Western  practice,  in  Romanian  practice  it  represents  a  sinking  fund 
which  permits  the   State  to   recover   its   investment.   When  the   productive 


24  In  the  case  of  the  Romelite  joint  venture,  the  Austrian  party,  Franz  Kohmaier  KG,  raised  one  third 
of  its  working  capital  contribution  from  internal  funds  and  the  Romanian  Bank  of  Foreign  Trade 
guaranteed  the  loan  of  the  other  two  thirds  raised  through  Western  banks. 

25  Law  No.  62/1968  published  in  the  Official  Bulletin  No.  170/1968. 
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use  of  assets  exceed  their  legal  depreciation  life,  the  enterprise  is  still 
allowed  to  include  the  depreciation  component  in  the  product  price,  but  can 
request  that  it  be  permitted  to  retain  up  to  25%  of  the  accumulated  deprecia- 
tion funds.  These  funds  are  used  by  the  enterprise  to  finance  improvements 
and  capital  repairs.26 

The  "Working  Capital"  entry  includes: 

•  "Material  Inventories;" 

•  "Semifinished  and  Finished  Inventories"  representing  goods  ready 
to  be  shipped  or  already  shipped  for  which  a  bank  line  of  credit 
has  been  opened; 

•  "Packaging  Materials"  representing  reusable  containers; 

•  "Pecuniary  Assets"  representing  bank  accounts  or  petty  cash; 

•  "Accounts  Receivable;" 

•  "Prepaid  Expenses;"  and 

•  "Goods-in-Process"  representing  products  in  various  stages  of  manu- 
facturing. 

On  the  liability  side,  the  "Own  Funds,  Loans  and  Payment  for  Working 
Capital"  entry  includes: 

•  "Current  Liabilities"  (loans,  accounts  payable,  unpaid  expenses, 
future  income  and  penalties  payable)  ; 

•  "Self-Financing  of  Inventory  from  Own  Funds;"  and 

•  "Special  Funds"  for  prizes,  bonuses,  etc.  allocated  from  profits. 
On  the  liability  side,  the  assets'  "Investment  in  Progress"  entry  equals  the 
"Financing  of  Investment  in  Progress"  entry,  and  indicates  the  cost  of 
projects  not  yet  completed  before  the  assets  can  be  classified  as  fixed  assets. 
No  depreciation  is  charged  on  assets  prior  to  their  commissioning.  Finally, 
the  entry  on  the  liability  side  for  "Owed  to  the  State"  consists  of  remit- 
tances still  to  be  credited  to  the  State  budget. 

Romanian  Income  Statements  list  the  following  items: 

•  "Value  of  Production;" 

•  "Cost  of  Goods  Produced;" 

•  "Operating  Expenses;" 

•  "Operating  Income  Adjustment;"  and 

•  "Benefits  Before  Allocations." 

Revenues  are  calculated  on  pretax  product  prices  which  are  set  at  levels 
where  the  profitability  of  the  enterprise  would  be  acceptable.  Enterprises 
do  not  sell  or  buy  goods  on  credit;  invoiced  or  shipped  goods  are  con- 
sidered sold  only  when  payment  is  received.  However,  the  joint  venture 
could  negotiate  specific  exemptions  from  this  restriction  in  its  contract  of 
association.  For  example,  Rom  Control  Data  requires  in  its  contract  of 
association  that  products  manufactured  for  stock  must  be  paid  for  within 
30  days  after  delivery. 

Damage  to  fixed  assets,  as  a  result  of  "force  majeure"  or  other  industrial 
injury  can  be  included  in  the  costs  of  goods  produced,  to  the  extent 
that  the  damage  is  not  recovered  through  insurance.  Benefits  are  defined  as 
profits  before  tax.  The  profitability  (or,  in  Romanian  terminology,  the  rent- 


26  Funds    derived    by    a    jont    venture,    including    the    depreciation    component    in    product    prices,    are    fully 
retained  by  the  company  to  finance  new  invesment  and/or  capital  repairs. 
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ability)    of  an  enterprise  is  defined  as  the  ratio  of  benefits  to  production 
costs,  including  depreciation  and  overhead  costs. 

Bookkeeping  and  Auditing 

The  format  of  Romanian  financial  statements  differs  from  the  format  of 
Western  financial  statements.  In  nonmarket  economies  the  responsibility  for 
financing  rests  with  the  State.  Funds  are  provided  for  specific  investments, 
dovetailed  to  the  National  Plan,  and  not  for  discretionary  use  by  the  enter- 
prises. Thus,  balance  sheet  formats  of  Romanian  enterprises  do  not  show  a 
breakdown  of  liabilities  as  current  or  long-term  but  according  to  the  use  of 
funds  for  different  types  of  assets. 

No  specific  accounting  and  bookkeeping  provisions  are  included  in  the 
joint  venture  legislation.  Therefore,  the  joint  venture  parties  must  agree  in 
the  contract  of  association  on  the  accounting  principles  to  be  used. 

Laborious  negotiations  on  the  compatibility  of  the  differing  accounting 
practices  have  sometimes  been  avoided  when  the  foreign  party  is  willing  to 
accept  adoption  of  local  accounting  practices,  provided  the  bottom  line  of 
the  statements  is  acceptable.  As  a  result  of  lengthy  negotiations  between 
Control  Data  Corporation  and  its  Romanian  partner,  the  Industrial  Central 
of  Electronics  and  Automatization,  two  distinct  sets  of  accounting  books 
are  being  compiled  by  their  joint  venture.  The  joint  venture  keeps  an  official 
set  of  books,  in  U.S.  dollars,  according  to  American  accounting  practices. 
The  Romanian  party  also  keeps  a  separate  set  of  accounting  books,  in  lei, 
as  required  by  law  for  Romanian  enterprises. 

Responsibility  for  bookkeeping  rests  with  the  joint  venture's  Managing 
Committee  or  Administrative  Council.  Auditing  of  the  books  is  the  respon- 
sibility of  the  Treasurer's  Commission,  a  three-man  body  comprising  one 
member  appointed  by  each  of  the  parties  and  the  third  appointed  by  the 
Romanian  Ministry  of  Finance.  The  parties  can  negotiate  in  their  contract 
of  association  a  clause  that  would  allow  them  to  share  in  the  responsibility 
of  auditing  with  the  Treasurer's  Commission. 

The  audit  function  performed  by  the  two  Romanian  representatives  on 
the  Treasurer's  Commission  conforms  with  the  elaborate  Romanian  control 
and  audit  system.27  At  the  top  of  the  system  is  the  Court  of  Superior  Control. 
The  Court  reports  directly  to  the  President  of  Romania  and  has  a  primary 
function,  the  auditing  of  the  main  State  bodies;  e.g.,  the  Ministry  of  Finance, 
other  ministries  and  the  banks.  Control  is  performed  through  the  Court's 
inspectors,  assigned  within  each  ministry,  and  through  auditing  of  periodic 
reports  and  accounts  submitted  by  the  state  bodies. 

The  Ministry  of  Finance,  in  turn,  independently  oversees  the  performance 
of  all  Romanian  ministries  through  its  own  controllers,  and  also  monitors 
the  performance  of  centrals  and  enterprises  through  controllers  nominated 
by  each  industrial  ministry  and  approved  by  the  Ministry  of  Finance.  The 
Ministry  of  Finance  reports  its  findings  to  the  Council  of  Ministers.  Banks 
also  perform  a  day-to-day  control  of  financial  matters  and  report  to  the 
Ministry  of  Finance. 

Romanian  authorities  point  out  that  joint  ventures  could,  by  agreement 
of  the  parties  in  the  contract  of  association,  provide  for  independent  account - 


27  For  a  description   of  the   Audit    Commission's  duties,   see   Article   15   of  the    Statutes   in   Appendix  J. 
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ing  services  in  addition  to  the  accounting  procedures  and  practices  required 
under  Romanian  law.  t 

Taxes  and  Import  Duties 

Taxation  of  the  joint  venture's  profits  is  regulated  by  Decree  No.  425. 
According  to  this  decree,  all  pretax  profits  (benefits)  shall  be  taxed  at  a 
rate  of  30%.  These  profits  are  based  on  income  less  expenses  with  allowance 
made  for  a  taxfree  reserve  fund  deduction  which  is  to  be  accumulated  at  the 
rate  of  5%  per  year  up  to  25%  of  invested  capital.  When  profits  are  rein- 
vested for  at  least  5  years  in  the  joint  venture,  other  Romanian  joint  ventures 
or  enterprises,  a  20%;  reinvestment  deduction  is  applied  against  the  30% 
tax  rate,  so  that  profits  are  actually  taxed  at  24%.  An  additional  10%  tax 
is  imposed  on  the  taxed  profits  which  are  transferred  abroad. 

Although  the  Romanians  generally  do  not  favor  granting  tax  exemptions 
to  companies  which  show  a  profit,  a  full  exemption  from  the  basic  profit 
tax  can  be  granted,  on  a  case-by-case  basis,  for  the  first  year  in  which  profits 
are  accumulated,  and  a  50 %  tax  reduction  is  applied  to  profits  accumulated 
over  each  of  the  next  2  years.  Taxes  are  paid  to  the  bank  holding  the  joint 
venture's  accounts  in  quarterly  installments. 

Moreover,  when  a  joint  venture  begins  to  profit  in  the  second  half  of  a 
year,  the  full  tax  exemption  may  be  granted  for  both  the  remainder  of  that 
year  and  the  first  half  of  the  succeeding  year.  The  Romanian  party  must 
apply  to  the  Ministry  of  Finance  and  other  appropriate  authorities  for  these 
exemptions. 

A  provisional  tax  statement  for  the  current  year  (on  the  basis  of  predicted 
profits)  is  computed  within  5  days  of  the  compilation  of  the  previous  year's 
balance  sheet.  The  tax  statement  and  the  balance  sheet  are  filed  with  the 
financial  department  of  the  executive  committee  of  the  People's  Council  in 
the  district  where  the  joint  venture's  registered  office  is  located.  End-of-year 
tax  deficiencies  and  credit  adjustments  are  communicated  to  the  joint  venture 
within  15  days  of  filing.  Deficiencies  must  be  paid  within  10  days  of  the 
notification.  Failure  to  pay  taxes  results  in  a  penalty  of  25%  of  the  unpaid 
tax  and  late  payments  result  in  a  penalty  of  0.05%  for  every  day  of  delay, 
up  to  double  the  tax  amount  due.  The  joint  venture  may  dispute  the  findings 
of  the  district's  financial  department  within  20  days.  Upon  an  unfavorable 
ruling,  it  may  appeal  its  case  to  a  committe  consisting  of  representatives  of 
the  Ministry  of  Finance  and  the  Chamber  of  Commerce  and  Industry,  pre- 
sided over  by  a  judge  of  the  Supreme  Court. 

To  encourage  certain  economic  sectors  and  to  facilitate  the  operations  of 
joint  ventures  therein,  Romania  will  allow  exemptions  of  customs  duties  on 
joint-venture  related  imports.28  The  Austrian  firm  Kohmaier  has  negotiated 
that  its  joint  venture,  Romelite,  will  not  pay  duty  on  imports  of  equipment, 
machinery,  spare  parts  and  other  supplies  necessary  to  the  joint  company's 
operations.  Personal  effects  of  the  venture's  foreign  personnel  as  well  as  any 
imports  for  their  use  or  consumption  in  Romania  will  also  be  free  of  duty 
for  the  first  year  of  the  joint  venture's  operations,  with  exemptions  for  the 
following  years  to  be  renegotiable  on  a  yearly  basis. 


28  See  Decree  No.  395  of  1976,  referred  to  in   footnote  17. 
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Wages  and  Social  Insurance 

To  obtain  funds  in  lei  for  wages  of  Romanian  personnel  employed  by  the 
joint  venture,  the  joint  company  must  transfer  corresponding  amounts  in 
convertible  currency  to  its  Romanian  bank  at  the  rate  established  for  non- 
commercial transactions  (lei  12  =  $1).  In  existing  joint  ventures  with 
Western  firms,  the  Romanian  personnel's  so-called  convertible  currency 
"export  wages"  have  been  set  at  levels  comparable  to  those  in  similar  indus- 
tries of  Western  countries  with  economies  comparable  to  Romania's.  The 
Romanians'  general  guideline  for  setting  the  wage  levels  is  to  keep  them 
competitive,  so  as  to  attract  investments  which  might  otherwise  be  destined 
to  other  developing  countries. 

The  level  of  the  "export  wage"  is  negotiable;  it  should  be  adjusted  to 
make  the  joint  venture  viable.  The  rates  proposed  by  the  Romanians  for 
domestic  personnel  varies  for  different  projects  and  different  industrial 
sectors.29  The  foreign  party  in  its  interest  should  negotiate  that  the  export 
wages  be  increased  annually  according  to  wage  indices  of  Romanian  salaries, 
since  these  indices  have  grown  generally  at  a  slower  rate  than  Western 
indices.30 

Similarly,  wage  differentials  for  Romanian  personnel  should  be  consistent 
with  differentials  established  for  local  enterprises.  The  wages  and  increases 
agreed  upon  by  the  parties  are  spelled  out  in  the  contract  of  association. 

Payments  of  social  insurance  contributions  for  Romanian  employees  are 
also  made  in  convertible  currency.  These  costs  amount  to  approximately 
25%  of  gross  wages.  Foreign  personnel  of  the  joint  venture  have  the  option 
to  participate  in  the  domestic  social  insurance  program  or  can  elect  not  to 
take  advantage  of  these  services. 

Management 

Because  of  its  minority  position  and  the  characteristics  of  Romania's 
commercial  environment,  the  foreign  party  may  find  it  difficult  to  exercise 
effective  control  over  the  management  of  the  joint  venture.  Under  the  statutes 
of  the  joint  company,  the  parties  may  agree  to  adopt  decisions  unanimously, 
giving  the  minority  investor  a  limited  degree  of  control  over  the  policies  of 
the  venture.  These  decisions  may  include  approval  of  the  balance  sheet  and 
auditing,  the  method  of  calculating  and  distributing  profits,  the  remuneration 
and  responsibilities  of  the  management,  production  and  market  planning. 

Control  of  the  Company's  Activity 

The  managerial  operations  of  the  joint  venture  are  run  by  an  Administra- 
tive Council  in  the  case  of  a  joint  stock  company  or  a  Managing  Committee 
in  the  case  of  a  limited  liability  company.  Both  bodies  carry  out  the  program 
directives  set  forth  by  the  General  Assembly  of  Shareholders  representing 
the  investors  during  their  annual  meeting.  Extraordinary  meetings  of  the 
Assembly  can  be  summoned  upon  request  of  the  shareholders  or  parties 
representing  at  least  one-third  of  the  invested  capital,  upon  request  of  the 


28  In  existing  joint  ventures,  the  basic  hourly  labor  rates  proposed  for  nonmanagerial  personnel  ranges 
from  $1.50  to  $2.50. 

30  See  also  previous  discussion  of  relevant  Long-Term  Agreement  provision  regarding  hiring  and 
compensation  of  local  employees,  page  13. 
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audit  department  of  the  joint  venture's  Treasurer's  Commission,  or  when- 
ever the  invested  capital  registers  a  decrease  of  \0%  or  more. 

Meetings  of  the  General  Assembly  of  Shareholders  are  held  shortly  after 
the  close  of  the  company's  fiscal  year,  at  which  time  the  company's  balance 
sheet  and  income  statement  for  the  previous  year  are  examined.  Also,  the 
financial  and  investment  plans  for  the  next  year's  operations  are  detailed 
then.  Decisions  are  reached  by  unanimous  consent  or  by  a  majority  vote 
representing  a  proportion  of  votes  as  established  in  the  contract  of  associa- 
tion. The  meetings  of  the  General  Assembly  are  attended  by  the  president  of 
the  trade  union,  representing  the  employees  of  the  joint  venture.31 

Both  the  Managing  Committee  ( for  limited  liability  companies )  and  the 
Administrative  Council  (for  joint  stock  companies)  are  made  up  of  an  odd 
number  of  members  nominated  by  the  Romanian  and  foreign  parties. 
Members  normally  serve  for  2-4  years  and  are  subject  to  reappointment, 
unless  contrary  provisions  are  included  in  the  contract  of  association. 

The  Managing  Committee  of  Resita-Renk  is  made  up  of  five  members  and 
that  of  Roniprot  of  seven.  The  Control  Data  agreement  provides  for  a  Man- 
aging Committee  of  seven  members  which  is  made  up  of  three  members  from 
each  of  the  investing  parties  and  by  the  Romanian  General  Manager  of  this 
joint  venture.  The  Kohmaier  joint  venture,  Romelite,  as  a  joint  stock 
company,  has  an  Administrative  Council  of  five  members  (three  Romanian 
and  two  Austrian ) .  Managerial  responsibilities  are  subdivided  among  four 
managers  responsible  to  the  Administrative  Council,  two  Romanians  (Tech- 
nical and  Personnel)  and  two  Austrian  (Marketing  and  Finance).  The  Man- 
aging Committee  or  Administrative  Council  meets  at  least  once  every  6 
months  and  in  extraordinary  session,  when  necessary,  and  decides  on  matters 
which  cannot  be  resolved  by  the  General  Manager  and  Assistant  General 
Manager,  who  have  day-to-day  operational  responsibility. 

Each  of  the  above  managerial  bodies  elect  a  General  Manager.  He  must 
be  a  Romanian  citizen  with  permanent  residence  in  Romania.  The  other  lead- 
ing offices  of  the  joint  venture  may  be  held  by  representatives  of  either  of 
the  two  parties,  according  to  agreement.  Local  employees  of  the  joint 
company  are  represented  on  the  Managing  Committee  or  the  Administrative 
Council  by  one  of  the  Romanian  members. 

Role  of  Romanian  Personnel 

The  foreign  party  can  ensure  quality  standards  for  the  joint  venture  by: 

•  negotiating  the  right  to  introduce  his  own  qualified  personnel  in  key 
management  and  supervisory  positions; 

•  requiring  a  voice  in  the  selection  and  hiring  of  Romanian  personnel 
(dismissal  of  incompetent  employees  can  prove  to  be  a  lengthy,  15  to 
30  days,  and  bureaucratically  complex  undertaking)  ; 

•  requiring  that  selected  Romanian  personnel  be  trained  to  U.S. 
standards  and  be  subsequently  tied  to  long-term  contracts  to  dis- 
courage the  transfer  of  qualified  people  to  other  industrial  facilities; 
and 

•  specifying  available  means  for  recourse  in  the  event  of  nonperform- 
ance and  delays  on  the  part  of  the  Romanian  party. 


31  For    a    detailed    description    of    the    General    Assembly's    functions    and    responsibilities,    see    Article    16 
of  the  Statutes  in  Appendix  J. 
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In  the  latter  case,  the  foreign  party  should  be  aware  that  Romanian  labor 
productivity  and  utilization  will  differ  from  those  of  U.S.  labor,  and,  thus, 
the  calculation  of  credit  hours  for  production  operations  of  joint  venture 
personnel  should  be  adjusted  accordingly. 

In  the  past,  the  Romanian  party's  efforts  to  make  a  joint  venture  successful 
often  have  been  frustrated  by  the  difficulty  which  various  Romanian  man- 
agers have  in  adopting  modern  managerial  practices.  The  Romanian  manager 
usually  has  had  considerable  experience  in  production  work,  has  risen 
through  the  industrial  bureaucracy  and  often  the  political  apparatus,  and  is 
primarily  a  devoted  organization  man.  Industrial  objectives  have  been  set 
for  him  by  the  State,  but  their  implementation  is  his  responsibility.  Thus, 
the  Romanian  manager  is  not  a  trained,  independent  decisionmaker  but 
tends  to  be  quota-oriented  and  adapts  himself  with  some  difficulty  to  any 
innovations  in  established  methods  that  could  delay  temporarily  the  meeting 
of  prescribed  goals. 

In  coping  with  these  situations,  a  U.S.  firm  might  advantageously  assign 
the  services  of  one  of  its  representatives  to  the  sole  task  of  resolving  problems 
arising  during  the  initial  implementation  of  a  joint  venture.  The  trouble- 
shooter  would  coordinate  with  appropriate  company  levels  in  the  United 
States  and  ministerial  levels  in  Romania  to  expedite  the  solution  of  what- 
ever problems  might  arise  with  local  authorities.  Exchange  of  information 
with  other  established  non-U. S.  joint  ventures  in  Romania  could  also  alleviate 
some  of  the  problems  encountered  by  a  new  joint  company  during  its  initial 
implementation. 

Role  of  Foreign  Personnel 

How,  then,  do  the  joint  venture's  foreign  personnel  fit  in  the  organiza- 
tional structure  described  above?  It  is  likely  that  during  the  initial  stages 
of  joint  cooperation,  or  until  the  Romanians  become  receptive  and  adopt 
Western  management  procedures,  the  foreign  personnel,  although  assigned 
line  responsibilities,  will  be  used  as  a  talent  pool  serving  mostly  in  an 
advisory  capacity. 

The  joint  venture,  as  an  integral  part  of  Romania's  centrally  planned 
economy,  will  seek  to  identify,  through  its  management  body,  its  goals  and 
plans  with  the  interests  of  the  host  country.  This  raises  a  potential  problem 
for  the  joint  venture's  foreign  personnel  in  cases  where  those  goals  and 
plans  are  not  consistent  with  those  of  their  own  company.  This  duality  of 
allegiance  could  affect  the  impartiality  of  their  decisions,  especially  if 
these  decisions  are  detrimental  to  the  interests  of  the  foreign  firm. 

Role  of  Workers'  Council 

By  virtue  of  Article  34  of  Decree  No.  424,  the  Romanian  employees 
of  the  joint  venture  are  represented  on  the  Managing  Committee  or  Admin- 
istrative Council  of  the  joint  company.  Although  Romanian  authorities 
point  out  that  the  function  of  the  workers'  representative  is  essentially 
advisory  and  that  he  has  no  voting  rights,  the  extent  of  his  influence  is 
unmeasured.32  One  could  speculate  that,  since  Romanian  State  representa- 


33  For  example,  in  the  Control  Data  joint  venture,  "Rom  Control  Data,"  the  workers'  representative 
occasionally  participates  in  the  Managing  Committee's  meeting  as  an  eighth  representative.  While  he  can 
address  himself  to  and  raise  issues  related  to  the  joint  venture's  Romanian  personnel,  lie  has  no  vote 
in  the  seven-man  Managing  Committee, 
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tives  wear  the  dual  hats  of  labor  and  management  in  these  meetings,  any 
potential  disputes  will  be  resolved  to  the  best  interests  of  the  joint  company. 
It  is,  nevertheless,  important  to  clearly  spell  out  the  workers'  rights  and 
obligations  in  the  contract  of  association  and  statutes,  so  that  the  workers' 
representative  in  management  bodies  will  have  no  separate  vote.  Approval 
and  amendments  to  the  annual  collective  labor  contract  are  the  responsi- 
bility of  the  General  Assembly  of  Shareholders. 

Disputes,  Dissolution  and  Liquidation 

According  to  Decree  No.  424  disputes  arising  between  the  joint  company 
and  Romanian  enterprises  or  natural  persons  fall  within  the  jurisdiction 
of  Romanian  courts.  Alternatively,  by  agreement  of  the  parties,  disputes 
can  be  solved  by  arbitration  before  the  Arbitration  Commission  of  the 
Romanian  Chamber  of  Commerce  and  Industry.  The  decree  does  not  specify 
the  jurisdiction  regarding  disputes  arising  between  the  joint  company  and 
foreign  enterprises  or  natural  persons.  In  the  latter  case,  the  parties  may 
agree  in  the  contract  of  association  to  resolve  such  disputes  before  an 
international  arbitration  tribunal  such  as  the  International  Chamber  of 
Commerce  in  Paris.33  The  contract  of  association  should  also  establish 
mechanisms  to  deal  with  disputes  between  the  shareholders  themselves 
or  between  the  joint  venture  and  its  employees. 

The  decree's  obvious  omission  of  specific  provisions  regarding  resolution 
of  disputes  with  foreign  entities  indicates  that  the  parties  have  the  flexi- 
bility to  negotiate  and  include  in  the  contract  of  association  desired 
provisions.  Such  provisions  should  include  the  choice  and  rules  of  an 
international  arbitration  court,  notification  procedures  in  the  event  of  arbi- 
tration, how  the  arbitration  award  is  agreed  upon  (e.g.,  "ex  aequo  et 
bono,"  by  majority  vote),  the  nature  of  the  award  (e.g.,  final  and  execu- 
tory), and  the  use  if  American  or  other  foreign  legal  services. 

The  procedural  steps  for  the  dissolution  of  the  company  are  set  out  in 
the  statutes  of  the  joint  venture.  Dissolution  can  occur  by: 

•  expiration  of  the  duration  of  the  company; 

•  the    attainment    of    the    stated    joint    objectives,    provided    that    the 
company  was  constituted  for  such  a  purpose; 

•  failure  to  attain  the  joint  objectives; 

•  unacceptable  losses  in  the  invested  capital;  or 

•  common  agreement  of  the  parties. 

The  dissolution  of  the  company  is  recorded  at  the  Ministry  of  Finance 
and  the  Ministry  of  Foreign  Trade,  and  the  announcement  is  published  in 
the  Official  Bulletin  of  the  Socialist  Republic  of  Romania.  The  request  to 
dissolve  is  submitted  for  approval  to  the  Council  of  Ministers  by  the 
Ministry  of  Foreign  Trade.  Final  approval  rests  with  the  Romanian  Council 
of  State. 

After  the  approval  of  dissolution  is  given,  the  liquidation  of  the  com- 
pany's assets  is  undertaken  by  liquidators  appointed  by  the  Assembly  of 


33  In  the  "Long-Term  Agreement  on  Economic,  Industrial  and  Technical  Cooperation,"  the  two 
governments  recommend  that  joint  venture  disputes  ''be  submitted  for  conciliation  or  arbitration  as 
provided  by  the  Convention  on  the  Settlement  of  Investment  Disputes  Between  States  and  Nations 
of  Other  States    (ICSID)." 
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Shareholders  or  by  the  investors.  Under  the  control  of  the  company's 
auditors,  the  liquidators  make  an  asset  inventory,  ascribe  book  values  to 
the  company's  assets  and  make  suggestions  for  dividing  among  the  parties 
(according  to  their  participation  quotas)  all  proceeds  from  the  sale  of 
company  assets  or  undisposed-of  assets.  The  liquidation  balance  sheet  and 
annexed  documentation  is  filed  with  the  Ministry  of  Foreign  Trade  and 
the  Ministry  of  Finance.  In  negotiating  the  dissolution  and  liquidation 
clauses,  special  provisions  must  be  included  to  identify  the  rights  and 
obligations  of  the  shareholders  parties  concerning  the  use  of  the  technical 
licenses  or  proprietary  data  of  the  dissolved  joint  venture. 
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APPENDIX  A 


EXCERPTS  FROM  TEXT  OF  LAW  NO.  1  ON  FOREIGN  TRADE, 

AND  ECONOMIC  COOPERATION  AND  TECHNICAL-SCIENTIFIC 

ACTIVITIES  OF  THE  SOCIALIST  REPUBLIC  OF  ROMANIA 

Art.  57 — Romanian  economic  organizations  may  cooperate  with  foreign  economic 
companies  and  organizations  in  the  joint  building  of  economic  projects  in  the  Socialist 
Republic  of  Romania  and  abroad. 

Art.  58 — Romanian  economic  organizations  may  set  up,  with  the  approval  of  the 
relevant  bodies,  joint  companies  in  other  countries  or  in  the  Socialist  Republic  of 
Romania  in  the  domain  of  industrial  and  agricultural  production,  of  building,  transport 
and  trade  activities  as  well  as  in   technico-scientific   research   and   services. 

The  conditions  concerning  the  setting  up,  organization,  duration  and  functioning  of 
joint  companies,  the  rights  and  obligations  of  the  parties,  the  manner  of  building 
up  the  holdings,  as  well  as  of  withdrawing  the  participating  share,  the  criteria  of  bene- 
fit distribution,  as  well  as  other  specific  clauses,  are  laid  down  in  the  contract  concluded 
by  the  parties. 

Art.  59 — The  joint  companies  established  in  Romania  are  corporate  bodies  and 
carry  on  their  activities  in  keeping  with  the  laws  of  the  Socialist  Republic  of  Romania; 
the  share  of  the  Romanian  side  in  the  holdings  of  joint  companies  must  be  of  at  least 
51  per  cent. 

The  contract  for  the  setting  up,  organization  and  functioning  of  companies  in 
Romania  is  filed  with  the  Ministry  of  Foreign  Trade  and  International  .  Economic 
Cooperation  and  becomes  valid  after  its  approval. 

Prior  to  approving  the  contract,  the  Ministry  of  Foreign  Trade  and  International 
Economic  Cooperation  verifies  whether  its  clauses  are  in  keeping  with  the  laws  and 
whether  the  setting  up  of  the  company  is  opportune. 

Art.  60 — The  Romanian  State  ensures  and  guarantees  the  financial  contribution  of 
Romanian  economic  organizations  to  the  joint  companies  in  other  countries  and  the 
functioning  of  joint   companies  in   Romania. 

By  its  authorized  institutions,  the  Romanian  State  provides  guarantees  to  foreign 
partners  as  to  the  transfer  abroad  of  the  redemption  quotas  and  of  profits,  as  well  as  of 
other  amounts  due  to  them,  after  payment  of  legal  taxes  and  the  fulfillment  of  other 
obligations  ensuing  from  the  contract. 

Art.  61 — Foreign  commercial  firms  and  economic  organizations  may  obtain  the  au- 
thorization for  setting  up  agencies  in  the  Socialist  Republic  of  Romania  under  the 
conditions  stipulated  in  the  law. 

Art.  62 — On  the  basis  of  a  law,  harbors  and  zones  free  from  customs  and  fiscal 
duties  and  taxation  may  be  created  on  the  territory  of  the  Socialist  Republic  of 
Romania,  for  exports  and  imports. 
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APPENDIX  B 


DECREE  NO.  424* 

ON  CONSTITUTION,  ORGANIZATION  AND  OPERATION  OF  JOINT 

COMPANIES  IN  THE  SOCIALIST  REPUBLIC  OF  ROMANIA 

The  State  Council  of  the  Socialist  Republic  of  Romania  decrees: 

Chapter  I 
General  Stipulations 

Art.  1 — Joint  Companies  with  foreign  participation  may  be  set  up  in  the  Socialist 
Republic  of  Romania  in  the  fields  of  industry,  agriculture,  construction,  tourism, 
transport,  scientific  and  technological  research,  with  the  object  of  producing  and 
marketing  material  goods,  performing  services  or  carrying  out  work. 

The  object  of  activity  of  the  Joint  Company  is  set  in  the  Company's  Contract  of 
Association  and  the  Statutes.  Economic  and  social  developments  of  Romania  shall  be 
taken  into  account  when  establishing  the  object  of  activity. 

Art.  2 — The  constitution  of  Joint  Companies  in  the  Socialist  Republic  of  Romania 
has  in  view: 

— To  implement  certain  objectives  which  contribute  to  the  development  of  national 
economy;  to  extend,  modernize,  and  re-equip  certain  existing  objectives;  to  accelerate 
the  introduction  of  certain  modern  technologies;  to  raise  the  technical  quality  level 
of  production  and  services;   and  to  ensure  a  raised  productivity  of  labour. 

— To  promote  exports,  to  expand  markets,  to  diversify  products  for  export,  and  to 
develop  collaboration  activities  in  third  markets. 

— To  promote  and  develop  scientific  research   activities. 

— To  introduce  modern  methods  of  enterprise  management  and  production  organiza- 
tion. 

— To  train  specialists  for  production,  enterprise  management  and  organization,  trad- 
ing activities  included. 

Art.  3 — Joint  Companies  are  Romanian  corporate  bodies  and  carry  out  their  activities 
as  prescribed  by  the  laws  of  the  Socialist  Republic  of  Romania  and  the  conditions  set 
forth   in   the   present   decree. 

Art.  4 — The  Romanian  share  in  the  registered  capital  shall  be  of  at  least  51  per 
cent. 

Art.  5 — The  parties  entitled  to  participate  in  the  constitution  of  Joint  Companies 
include: 

— One  or  more  Romanian  economic  units  with  legal  status  including  Industrial 
Centrals  or  units  assimilated  to  such  centrals — combines,  trusts,  groups  of  enterprises, 
factories  or  works — and  economic  units  which  are  entrusted  under  the  law  with  foreign 
trade  activities  and  economic  collaboration  with   foreign  countries. 

— One  or  more  foreign  economic  organizations,  companies  or  enterprises  carrying  out 
business  in  trade,  finance  and  banking,  construction,  transport,  performance  of  services, 
foreign  natural  persons  included. 

Art.  6 — The  duration  of  the  Joint  Companies  shall  be  agreed  upon  by  the  parties 
and  specified  in  the  Contract  of  Association. 

Art.  7 — The  Romanian  State  vouches  for  the  transfer  abroad  through  the  Romanian 
Foreign  Trade  Bank  or  other  authorized  institutions,  in  favour  of  the  foreign  partners, 
of  all  profits  made,  of  the  value  of  share  quotas  transferred  to  the  Romanian  party,  or 
of  dues  resulting  from  the  distribution  of  assets  following  upon  dissolution  and  winding 
up  or  of  other  dues,  under  the  conditions  stipulated  in  the  Contract  of  Association  and 
in  the  Statutes,  after  deduction  of  taxes  and  contributions  to  social  insurance  and  the 
fulfilment  of  other  obligations  under  the  law  and  the  contract. 


*  Published    in    the    Official    Bulletin    of   the    Socialist    Republic    of    Romania,    No.    121/1972. 
Translation  published  by  the  Romanian  Chamber  of  Commerce  and  Industry. 
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Art.  8 — Joint  Companies  shall  work  out  annual  and  five-year  programmes  of  eco- 
nomic and  financial  activity  which  are  to  have  the  approval  as  stipulated  in  the 
Company's  Statutes.  ' 

Chapter  II 

Constitution  and  Organization  of  Joint  Companies 

Art.  9 — Joint  Companies  shall  be  constituted  as  joint  stock  companies  or  as  limited 
liability  companies.  The  organization  and  operation  of  these  companies  are  set  up  in 
the  company's  Contract  of  Association  and  Statutes. 

Art.  10 — The  Contract  of  Association  and  Statutes  shall  stipulate  for:  the  contract- 
ing parties,  the  legal  form,  the  name,  object,  registered  office,  and  duration  of  the 
company;  the  capital  and  ways  for  its  subscription  and  for  the  transfer  of  the  shares 
or  parts  of  the  capital,  the  number  and  value  of  trie  shares  or  parts  of  the  capital; 
the  rights  and  obligations  of  the  partners;  the  first  management  bodies  as  well  as  other 
clauses  which  the  parties  may  have  agreed  upon. 

The  Statutes,  which  are  an  integral  part  of  the  contract  shall  also  include  provisions 
referring  to  the  organization  and  operation  of  the  joint  company:  the  general  meeting, 
its  attributions  and  organization,  the  exercise  of  the  voting  right  in  the  general  meet- 
ing; attributions  and  organization  of  the  board  of  directors,  the  method  by  which 
these  bodies  are  to  adopt  decisions — whether  by  simple  majority  or  unanimity — the 
appointments  attributions,  remuneration  and  responsibility  of  the  managers,  directors, 
and  auditing  body  of  the  company,  the  method  of  writing  off  fixed  assets,  drawing  of 
the  balance  sheet  and  of  the  profit  and  loss  account,  the  calculation  and  distribution 
of  profits;  the  method  of  settlement  of  disputes  between  the  partners  concerning  the 
company;  cases  of  dissolution  and  methods  of  winding  up  of  the  Company  as  well  as 
any  other  provision  that  would  follow  from  the  present  decree  and  from  an  agree- 
ment  between  the  contracting  parties. 

Art.  11 — The  partners  may  agree,  by  the  Statutes  of  the  Company,  to  take  deci- 
sions with  the  unanimity  of  the  votes  of  the  members  present  at  the  legally  constituted 
general  meeting  of  the  partners  in  matters  concerning  the  programme  of  activity,  the 
approval  of  the  balance  sheet  and  of  the  profit  and  loss  account,  the  distribution  of 
profits,  the  appointment  of  the  executive  bodies  of  the  company  and  establishment  of 
their  competence,  the  proportion  in  which  the  parties  are  to  be  represented  in  the 
management  bodies,  the  appointment,  remuneration  and  dismissal  of  the  executive 
bodies  as  well  as  any  other  matters  expressly  mentioned  in  the  Statutes. 

Art.  12 — Assets  initially  contributed  by  the  parties  when  the  company  is  formed 
as  well  as  those  subsequently  acquired  shall  be  included  in  its  patrimony  with  the 
title  and  effects  laid  down  in  the  Company's  Contract  and  Statutes. 

Art.  13 — Shares  or  capital  quotas  can  be  transferred  only  with  the  approval  of  the 
general  meeting  of  the  partners  in  keeping  with  the  provisions  of  the  Company's 
Contract  and  Statutes. 

Art.  14 — The  contribution  of  the  parties  to  the  subscribed  capital  may  consist  of  a 
financial  contribution,  a  contribution  in  goods  required  for  carrying  out  the  invest- 
ments and  activities  in  which  the  company  is  currently  engaged  and  a  contribution  in 
industrial  property  rights  or  other  rights;  it  is  established  by  the  Company's  Contract 
and  Statutes. 

The  contribution  of  the  Romanian  party  may  also  include  the  equivalent  of  the 
right  of  use  of  the  ground  which  the  Romanian  State  will  make  available  to  the  Joint 
Company  for  its  whole  operating  lifetime.  If  the  equivalent  of  the  right  of  use  of  the 
ground  has  not  been  included  in  the  contribution  of  the  Romanian  party,  the  Joint 
Company  shall  pay  a  rent  to  the  State  to  be  established  for  this  use. 

Art.  15 — The  contribution  of  the  parties  to  the  constitution  of  the  Joint  Company 
shall  be  assessed  in  the  currency  agreed  upon  by  the  Company's  Contract  and  Statutes. 

The  value  of  the  goods  contributed  by  each  party  to  the  company  is  to  be  established 
by  the  Company's  Contract  and  Statutes,  in  the  currency  and  at  the  foreign  trade 
price  agreed  upon.  The  financial  contribution  of  the  parties  shall  be  placed  in  an 
account  with  Romanian  banking  institutions  in  the  name  and  at  the  disposal  of  the 
Joint  Company. 
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Art.  16 — In  order  to  form  a  Joint  Company,  the  partners  shall  draw  up  the  Memo- 
randum of  Association,  in  Romanian,  the  Study  of  Technico-Economic  Efficiency,  the 
Contract  of  Association  and  the  Statutes. 

Before  signing  these  documents,  the  Romanian  partner  shall  obtain  the  unique 
advice  of  the  State  Planning  Committee,  the  Ministry  of  Finance,  the  Ministry  of 
Foreign  Trade  and  International  Economic  Cooperation,  the  Ministry  of  Labour,  the 
Romanian  Foreign  Trade  Bank  and  other  Romanian  financing  banks,  and  this  advice  is 
to  consider  the  economic  efficiency  and  the  opportunity. 

In  order  to  obtain  the  approval  for  the  constitution  of  the  Joint  Company,  the 
partners  shall  take  the  duly  signed  documents  mentioned  in  paragraph  1  of  this  article, 
tqgether  with  a  request,  to  the  Ministry  of  Foreign  Trade  and  International  Economic 
Cooperation,  where  they  will  be  checked  from  the  point  of  view  of  the  compliance 
with  the  law  and  then  submitted  to  the  Council  of  Ministers. 

Art.  17 — The  constitution  of  the  Joint  Company,  the  Contract  of  Association,  and 
the  Statutes  will  receive  the  approval  of  the  Council  of  State,  by  Decree,  at  the  pro- 
posal of  the  Council  of  Ministers. 

As  a  consquence  of  the  approval  by  the  Council  of  State,  the  organization,  the  whole 
activity  of  the  Joint  Company  as  well  as  its  dissolution  and  winding  up  will  be  ruled 
for  the  whole  duration  of  the  company,  in  addition  to  the  stipulations  of  the  present 
Decree,  by  the  provisions  of  the  Contract  of  Association  and  the  Statutes. 

Art.  18 — The  Joint  Company  shall  be  registered  with  the  Ministry  of  Foreign  Trade 
and  International  Economic  Cooperation  and  with  the  Ministry  of  Finance.  It  will 
become  legally  constituted  on  the  date  of  registration  with  the  Ministry  of  Finance. 

The  approval  for  the  constitution  and  an  extract  from  the  Company's  Contract  of 
Association  and  Statutes  shall  be  published  in  the  Official  Bulletin  of  the  Socialist 
Republic  of  Romania. 

Art.  19 — Alteration  of  the  Contract  of  Association  and  of  the  Statutes  shall  be 
submitted  for  approval  to  the  Council  of  State,  with  adequate  application  of  the  provi- 
sions of  articles  16-18  inclusive. 

Chapter  III 

Activity  of  Joint  Companies 

Art.  20 — Joint  Companies  are  formed  to  achieve  economic  objectives  whose  produc- 
tion is  particularly  intended  for  export. 

Art.  21 — Expenses  of  Joint  Companies  are  made  in  the  currency  agreed  under  the 
Contract  of  Association  and  the  Statutes.  For  petty  expenses  and  supplies  with  products 
for  which  no  prices  can  be  established  in  foreign  currency,  payment  shall  be  carried 
out  from  the  account  in  lei  (Romanian  currency)  opened  with  the  Romanian  Foreign 
Trade  Bank,  in  compliance  with  article  28. 

Art.  22 — Joint  Companies  provide  themselves  with  raw  materials,  various  supplies 
and  other  commodities  under  conditions  of  competitivity.  Supply  can  be  taken  from 
this  country,  in  the  currency  agreed  upon,  or  can  be  imported. 

Art.  23 — The  output  of  Joint  Companies  shall  be  traded  in  the  home  market  with 
payment  in  the  currency  agreed  under  the  Contract  of  Association  and  the  Statutes,  and 
in  foreign  markets  either  directly  or  through  the  agency  of  organizations  entrusted  with 
foreign  trade  activities. 

Art.  24 — All  payments  in  foreign  currency  of  the  Joint  Companies  shall  be  made 
only  out  of  their  own  foreign  currency  availabilities  or  from  loans. 

Art.  25 — Economic  and  financial  transactions  of  the  Joint  Company  shall  be  booked 
in  the  currency  agreed  upon  between  the  partners,  under  the  conditions  set  up  by  the 
Statutes. 

Art.  26 — Reserve  funds  shall  be  formed  from  the  profit  made  by  the  Joint  Company 
under  the  conditions  set  up  by  the  Statutes. 

The  benefit  remaining  after  deduction  of  the  reserve  funds  and  legal  taxes  shall  be 
distributed  among  the  partners  in  proportion  to  their  contribution  to  the  subscribed 
capital,  a  part  being  set  aside  for  future  development  requirements  of  the  Joint  Com- 
pany. 
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Art.  27 — Joint  Companies  will  calculate  and  include  in  their  costs  the  depreciation 
pertaining  to  the  elements  of  the  Company's  assets  whichv  according  to  Romanian  Law, 
are  considered  fixed  funds,  until  their  value  is  fully  written  off. 

The  writing-off  periods  and  depreciation  annuities  of  the  fixed  funds  are  established 
by  the  Statutes  or  failing  this  by  the  general  meeting  of  the  partners.  Writing-off 
periods  shall  not  be  longer  than  the  standard  operating  lifetime  specified  by  the 
Romanian  Law.  That  part  which  has  not  been  written  off  as  a  result  of  the  breaking 
or  destruction  of  such  fixed  funds,  or  because  of  calamities  or  accidents  shall  be 
included  in  the  production  costs  or  in  the  selling  costs,  to  the  extent  to  which  it  is  not 
recuperated  by  insurance. 

Art.  28 — Joint  Companies  shall  open  accounts  with  banks  in  Romania  through 
which  all  sums  of  money  in  foreign  currency  and  in  lei  (Romanian  currency)  are  to 
be  collected  and  paid,  having  the  right  to  dispose  freely  of  the  balances  of  these 
accounts.  Interest  shall  be  paid  for  the  sums  of  money  deposited  in  account  with  the 
banks. 

The  transfer  of  sums  from  the  foreign  currency  account  to  the  lei  ( Romanian  cur- 
rency) account  and  from  this  to  the  foreign  currency  account  shall  be  done  on  the 
basis  of  the  rate  of  exchange  established  for  non-commercial  transactions. 

Art.  29 — The  Joint  Company  shall  transfer  to  its  bank  the  sums  of  money  resulting 
from  the  application  of  tariffs  in  foreign  currency,  corresponding  to  the  work  performed 
by  the  Romanian  personnel  employed  by  the  Company.  The  Bank  will  hold  at  the  Joint 
Company's  disposal  the  amounts  of  money  in  lei  (Romanian  currency)  corresponding 
to  the  sums  of  money  due  to  the  Romanian  personnel. 

Chapter  IV 

Control  of  the  Activity  of  Joint  Companies 

Art.  30 — In  order  to  be  able  to  exercise  their  right  of  control,  the  partners  shall  be 
given,  on  request,  information  concerning  the  Company's  activity,  the  state  of  assets, 
the  profits  and  losses,  under  the  conditions  provided  in  the  Statutes. 

Art.  31 — A  number  of  1-2  delegates  from  the  Ministry  of  Finance  shall  belong  to 
the  Joint  Company's  body  controlling  its  accounting  activity. 

Chapter  V 

Rights  and  Obligations  of  Joint  Companies 

Art.  32 — The  Romanian  personnel  of  Joint  Companies  shall  enjoy  the  rights  and 
obligations  provided  by  the  legislation  in  force  for  the  personnel  of  state  enterprises. 

Tariffs  in  foreign  currency  according  to  skills  and  positions  shall  be  established 
through  the  Contract  of  Association  and  the  Statutes. 

Art.  33 — The  rights  and  obligations  of  the  foreign  personnel  of  the  Joint  Company 
shall  be  established  by  the  board  of  directors  or  by  the  managing  committee  as  the 
case  may  be. 

Within  the  framework  of  the  Joint  Company,  the  foreign  personnel  may  be  employed 
in  managing  positions. 

The  foreign  personnel  of  a  Joint  Company  shall  be  entitled  to  the  transfer  of  their 
wages  abroad,  through  the  Romanian  Foreign  Trade  Bank.  The  part  of  the  wages 
which  can  be  transferred  shall  be  established  by  the  management  of  the  Company. 

Art.  34 — Provisions  of  the  Romanian  Law  referring  to  the  constitution  and  function- 
ing of  the  working  people's  general  meetings  shall  be  applied  correspondingly  in  the 
case  of  Joint  Companies. 

The  general  meetings  of  the  working  people  shall  appoint  their  representatives  on 
the  board  of  directors  or  on  the  managing  committee  of  the  Company,  as  part  of  the 
representatives  of  the  Romanian  party,  according  to  the  Statutes. 

The  working  method  of  the  collective  managing  bodies  of  the  Joint  Company  shall 
be  agreed  upon  by  the  parties  and  shall  be  provided  in  the  Company's  Statutes. 

Art.  35 — The  contribution  to  social  insurance  due  by  Joint  Companies  for  their 
whole  personnel  shall  be  paid  in  foreign  currency,  the  amount  being  established  by  the 
legal  provisions  in  force. 
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For  the  foreign  personnel  ordinarily  residing  in  another  country,  the  Joint  Companies 
will  deduct  from  the  contribution  for  social  insurance  the  quota  that  is  to  go  to  the 
superannuation  fund;  in  this  case,  the  foreign  personnel  shall  derive  advantage  from 
all  the  other  social  insurance  services. 

The  foreign  personnel  of  the  Joint  Companies  is  entitled  to  renounce  the  Romanian 
social  insurance  services,  in  which  case  the  Joint  Company  will  cease  to  pay  the  social 
insurance  contribution  for  this  personnel. 

Chapter  VI 

Dissolution  and  Winding  up  of  Joint  Companies 

Art.  36 — Cases  and  procedure  for  the  dissolution  and  liquidation  of  Joint  Compa- 
nies, obligations  and  responsibilities  of  the  liquidators  and  the  distribution  among 
partners  of  the  assets  resulting  after  liquidation  are  established  by  the  Statutes. 

Art.  37 — The  documents  of  dissolution  and  winding  up  of  Joint  Companies  shall  be 
registered  with  the  Ministry  of  Foreign  Trade  and  International  Economic  Cooperation 
and  with  the  Ministry  of  Finance  and  published  in  the  Official  Bulletin  of  the  Socialist 
Republic  of  Romania. 

Chapter  VII 

Final  Stipulations 

Art.  38 — Litigations  between  Joint  Companies  and  Romanian  natural  persons  or 
corporate  bodies  shall  be  brought  before  the  law  courts. 

If  the  parties  agree,  litigations  arising  from  contractual  relations  between  Joint 
Companies  and  Romanian  corporate  bodies  can  also  be  solved  by  arbitration.  In  this 
case  the  parties  may  also  fix  upon  the  competence  of  the  Arbitration  Commission  under 
the  Chamber  of  Commerce  and  Industry  of  the  Socialist  Republic  of  Romania. 

President  of  the  State  Council, 

NICOLAE  CEAUSESCU 
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DECREE  NO.  425* 

REGARDING  TAX  ON  PROFITS  OF  JOINT  COMPANIES 

CONSTITUTED  IN  THE  SOCIALIST  REPUBLIC  OF  ROMANIA 

The  State  Council  of  the  Socialist  Republic  of  Romania  decrees: 

Art.  1 — Profits  made  by  Joint  Companies  constituted  in  the  Socialist  Republic  of 
Romania,  with  Romanian  and  foreign  participation,  are  subject  to  an  annual  tax  of  30 
per  cent. 

Art.  2 — The  tax  shall  be  computed  on  the  annual  profits  before  their  distribution 
among  the  partners. 

The  taxable  profits  shall  be  established  as  the  difference  between  the  total  amount  of 
incomes  collected  and  the  amount  of  the  expenses  incurred  to  achieve  the  incomes,  ac- 
cording to  legal  stipulations  and  the  Company's  Contract  and  Statutes. 

The  reserve  fund  to  be  considered  in  determining  the  taxable  profits  shall  be  allowed 
for  deduction  within  the  limit  of  five  per  cent  of  the  profits  of  each  year  until  the  total 
reserve  fund  comes  to  represent  25  per  cent  of  the  invested  capital. 

Art.  3 — For  the  tax  established  according  to  the  provision  in  article  1,  the  Council 
of  Ministers  may  grant  a  tax  exemption  for  a  period  up  to  the  end  of  the  year  when  the 
taxable  profits  begin  to  be  made,  and  a  reduction  of  the  tax  by  half  for  the  following 
two  calendar  years. 

In  the  event  that  the  Joint  Company  begins  to  make  profits  during  the  second  half  of 
the  year,  the  tax  exemption  may  also  be  granted  for  the  profits  made  in  the  first  half 
of  the  following  year. 

Art.  4 — The  tax  due  for  that  part  of  the  profits  which  is  re-invested  for  a  period  of 
at  least  five  years  in  the  same  Company  or  in  other  Joint  Companies  with  Romanian 
participation  shall  be  reduced  by  20  per  cent. 

Non-observance  of  the  conditions  in  terms  of  which  the  tax  reduction  has  been  granted 
leads  to  a  cancellation  of  the  facilities  and  application  of  the  delay  increases  stipulated 
in  the  last  paragraph  of  article  9. 

Art.  5 — The  taxation  for  the  current  year  shall  be  computed  by  the  Joint  Company 
within  five  days  since  drawing  the  balance  sheet  for  the  previous  year  and  provisionally 
on  the  basis  of  the  profits  stipulated  in  the  activity  programme. 

Final  taxation  for  the  previous  year  shall  be  established  concurrently  with  the  provi- 
sional taxation. 

Art.  6 — The  provisional  taxation  for  the  current  year  and  the  final  taxation  for  the 
previous  year  shall  be  announced  within  the  term  stipulated  in  art.  5,  by  a  taxation 
statement  filed,  together  with  a  copy  of  the  balance  sheet,  with  the  Financial  Depart- 
ment of  the  Executive  Committee  of  the  People's  Council  of  the  district  or  of  the  City 
of  Bucharest  on  whose  territory  the  Joint  Company  has  its  registered  office. 

The  organs  of  the  Financial  Department  will  check  the  tax  computation  and  establish 
possible  differences  which  will  be  notified  to  the  Joint  Company  within  15  days  from 
the  filing  date  of  the  taxation  statement  and  balance  sheet. 

Art.  7 — The  provisional  tax  for  the  current  year  will  be  turned  over  to  the  budget  in 
equal  quarterly  installments  through  the  banking  unit  where  the  Joint  Company  keeps 
its  account,  before  the  end  of  each  term. 

Taxation  differences  established  for  the  previous  year  will  be  paid  within  ten  days 
from  the  date  of  receipt  of  the  notification  from  the  financial  organs.  Any  sums  of  money 
paid  over  and  above  those  due  will  be  charged  to  the  tax  account  for  the  current  year 
or  returned  on  demand. 

Art.  8 — Joint  Companies  can  appeal  against  tax  differences  established  by  Financial 
Departments  within  20  days  from  receipt  of  the  notification. 


*  Published  in  the  Official  Bulletin  of  the  Socialist   Republic  of  Romania,  No.   121,  1972. 
Translation  published  by   the  Romanian  Chamber  of  Commerce  and  Industry. 
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Appeals  shall  be  filed  in  the  first  instance  with  the  Financial  Department  which  has 
established  the  differences  and  which  will  notify  the  solution  to  the  Joint  Company 
within  30  days. 

Against  the  solution  given  by  the  Financial  Department,  Joint  Companies  may  appeal 
to  the  Ministry  of  Finance.  Appeals  will  be  solved  by  a  committee  consisting  of  dele- 
gates of  the  Ministry  of  Finance  and  of  the  Chamber  of  Commerce  and  Industry  pre- 
sided over  by  a  judge  from  the  Supreme  Court. 

Art.  9 — Joint  Companies  are  responsible  for  the  exactness  of  the  data  regarding  the 
tax  computation  and  for  turning  it  over  within  the  prescribed  term.  Eluding  taxation 
in  any  form  shall  be  sanctioned  with  a  fine  of  25  per  cent  on  the  eluded  tax. 

-  For  exceeding  the  payment  term  of  the  tax,  an  increase  of  0.05  per  cent  will  be  ap- 
plied for  every  day  of  delay,  but  not  more  than  double  the  tax  due. 

Art.  10 — The  Ministry  of  Finance  and  the  financial  departments  of  the  executive 
committees  of  the  districts  or  of  the  City  of  Bucharest  have  the  right  to  order  the  bank- 
ing unit  where  the  Joint  Company  keeps  its  account  to  transfer  to  the  budget  the  taxes 
that  have  not  been  paid  at  the  established  terms,  the  fines  and  the  legal  increases. 

Art.  11 — The  control  of  the  computation  of  the  tax  and  its  turning  over  to  the  budget 
within  the  prescribed  term  as  well  as  of  the  way  in  which  the  books,  records,  and  vouch- 
ers are  kept,  the  finding  of  infringements  of  the  provisions  of  the  present  decree,  and 
the  application  of  administrative  sanctions  shall  be  carried  out  by  the  organs  of  the 
financial  departments  of  the  executive  committees  of  the  people's  councils  of  the  dis- 
tricts or  of  the  City  of  Bucharest,  as  well  as  by  the  organs  of  the  Ministry  of  Finance. 

Art.  12 — Taxes  or  tax  differences  can  be  established  for  no  more  than  two  years  pre- 
viously to  the  year  when  a  tax  omission  has  been  found  or  when  tax  alterations  are 
requested. 

Prosecution  of  due  taxes  shall  be  prescribed  after  five  years  have  passed  as  reckoned 
from  the  last  decree  of  prosecution  bearing  a  definite  date. 

Any  money  collected  as  taxes  over  and  above  those  due  shall  be  returned  if  requested 
within  a  year  from  the  date  of  payment. 

Art.  13 — Profits  remaining  for  the  partners  after  payment  of  taxes  shall  be  taxed  at 
a  rate  of  ten  per  cent  if  transferred  abroad. 

The  taxation  of  incomes  from  wages  and  other  forms  of  remuneration  of  the  em- 
ployees and  collaborators  of  Joint  Companies  as  well  as  the  establishment  and  payment 
of  other  taxes  and  duties  shall  be  made  according  to  the  legal  stipulations  in  force  in 
the  Socialist  Republic  of  Romania. 

Art.  14 — Joint  Companies  shall  be  registered  with  the  Ministry  of  Foreign  Trade  and 
International  Economic  Cooperation  and  with  the  Ministry  of  Finance  on  the  basis  of 
the  Contract  of  Association  and  Statutes  duly  approved  as  stipulated  by  the  law.  The 
registration  fee  shall  be  5,000  lei,  payable  in  the  currency  provided  in  the  Contract  of 
Association. 

President  of  the  State  Council, 
NICOLAE  CEAUSESCU 
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AGREEMENT  ON  TRADE  RELATIONS  BETWEEN  THE  UNITED 
STATES  OF  AMERICA  AND  THE  SOCIALIST  REPUBLIC 

OF  ROMANIA 

The  Government  of  the  United  States  of  America  and  the  Government  of  the  Socialist 
Republic  of  Romania, 

Conscious  of  the  long-standing  friendship  between  their  countries  and  the  American 
and  Romanian  peoples, 

Desiring  to  develop  their  relations  on  the  basis  of  the  principles  set  forth  in  the  Joint 
Statement  of  the  Presidents  of  the  two  States  at  Washington  on  December  5,  1973,  and 
reaffirming  the  continuing  importance  of  the  Joint  Statement  on  Economic,  Industrial 
and  Technological  Cooperation  issued  at  Washington  on  December  5,  1973, 

Having  agreed  that  commercial  and  economic  ties  are  an  important  element  in  the 
general  strengthening  of  their  bilateral  relations, 

Believing  that  an  Agreement  embodying  undertakings  and  arrangements  for  the  con- 
duct of  trade  between  their  countries  will  serve  the  interests  of  both  peoples, 

Acknowledging  that  favorable  conditions  exist  for  the  further  expansion  of  trade  be- 
tween their  countries, 

Recognizing  that  it  is  to  their  mutual  advantage  to  continue  to  develop  their  commer- 
cial relations, 

Having  agreed  as  follows: 

Article  I:  Most  Favored  Nation  Treatment 

1.  Both  Parties  reaffirm  the  importance  of  their  participation  in  the  General  Agree- 
ment on  Tariffs  and  Trade  and  the  importance  of  the  provisions  and  principles  of  the 
General  Agreement  on  Tariffs  and  Trade  for  their  respective  economic  policies.  Accord- 
ingly, the  Parties  shall  apply  between  themselves  the  provisions  of  the  General  Agree- 
ment, the  Protocol  for  the  Accession  of  Romania  of  October  15,  1971  to  that  Agreement, 
and  Annexes  to  that  Protocol  including  Annex  B. 

2.  As  provided  in  the  General  Agreement  on  Tariffs  and  Trade,  the  Parties  agree  to 
grant  each  other's  products  most-favored-nation  treatment  immediately  and  uncondition- 
ally with  respect  fo  customs  duties  and  charges  of  any  kind  imposed  on  or  in  connection 
with  importation  or  exportation,  and  with  respect  to  the  method  of  levying  such  duties 
and  charges,  and  with  respect  to  all  rules  and  formalities  in  connection  with  importa- 
tion and  exportation,  and  as  otherwise  provided  in  the  General  Agreement  on  Tariffs 
and  Trade,  provided  that  to  the  extent  that  this  or  any  other  provision  of  the  General 
Agreement  on  Tariffs  and  Trade  is  inconsistent  with  any  subsequent  provision  of  this 
Agreement,  the  latter  shall  apply. 

3.  The  Parties  agree  to  maintain  a  satisfactory  balance  of  concessions  in  trade  and 
services  during  the  period  of  this  Agreement,  and  in  particular  to  reciprocate  satisfac- 
torily reductions  by  the  other  Party  in  tariffs  and  non-tariff  barriers  to  trade  that  result 
from  multilateral  negotiations.  In  this  respect,  it  is  noted  that  Romania,  as  a  developing 
country,  could  be  eligible  for  treatment  accorded  to  developing  countries. 

Article  II:  Expansion  of  Trade 

1.  The  Parties  shall  take  appropriate  measures,  in  accordance  with  applicable  laws 
and  regulations,  to  encourage  and  facilitate  the  exchange  of  goods  and  services  between 
the  two  countries  on  the  basis  of  mutual  advantage  in  accordance  with  the  provisions  of 
this  Agreement.  In  expectation  of  such  joint  efforts,  both  Governments  envision  that  total 
bilateral  trade  in  comparison  with  the  period  1972-74  will  at  least  triple  over  the  initial 
three-year  period  of  this  Agreement.  In  this  respect,  the  Government  of  the  Socialist 
Republic  of  Romania  expects  that  during  the  period  of  this  Agreement  Romanian  firms, 
companies  and  economic  organizations  will  place  substantial  orders  in  the  United  States 
of  America  for  machinery  and  equipment,  agricultural  and  industrial  materials,  and  con- 
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sumer  goods  produced  in  the  United  States  of  America,  while  the  Government  of  the 
United  States  anticipates  that  the  effect  of  this  Agreement  will  be  to  encourage  increas- 
ing purchases  by  firms,  companies,  economic  organizations  and  consumers  in  the  United 
States  of  such  products  from  the  Socialist  Republic  of  Romania. 

2.  Commercial  transactions  will  be  effected  on  the  basis  of  contracts  to  be  concluded 
between  firms,  companies  and  economic  organizations  of  the  United  States  of  America 
and  those  of  the  Socialist  Republic  of  Romania,  and  in  accordance  with  applicable  laws 
and  regulations.  Such  contracts  will  generally  be  concluded  on  terms  customary  in  in- 
ternational commercial  practice. 

Article  III:  Safeguards 

1.  The  Parties  agree  to  consult  promptly  at  the  request  of  either  Party  should  it 
determine  that  actual  or  prospective  imports  of  products  originating  in  the  territory  of 
the  other  Party  are  causing  or  threaten  to  cause,  or  are  significantly  contributing  to, 
market  disruption  within  a  domestic  industry  of  the  requesting  Party. 

2.  Either  Party  may  impose  such  restrictions  as  it  deems  appropriate  on  imports 
originating  in  the  territory  of  the  other  Party  to  prevent  or  remedy  such  actual  or 
threatened  market  disruption. 

3.  The  procedures  under  which  the  Parties  will  cooperate  in  applying  this  article  are 
set  forth  in  Annex  1. 

Article  IV:  Business  Facilitation 

1.  In  accordance  with  applicable  laws  and  regulations,  firms,  companies  and  eco- 
nomic organizations  of  one  Party  may  open,  establish  and  operate  representations  (as 
these  terms  are  defined  in  Annex  3)  in  the  territory  of  the  other  Party.  Information 
concerning  rules  and  regulations  pertaining  to  such  representations  and  related  facilities 
shall  be  provided  by  each  Party  upon  the  request  of  the  other. 

2.  Nationals,  firms,  companies  and  economic  organizations  of  either  Party  shall  be 
afforded  access  to  all  courts  and,  when  applicable,  to  administrative  bodies  as  plaintiffs 
or  defendants,  or  otherwise,  in  accordance  with  the  laws  in  force  in  the  territory  of  such 
other  Party.  They  shall  not  claim  or  enjoy  immunities  from  suit  or  execution  of  judg- 
ment or  other  liability  in  the  territory  of  the  other  Party  with  respect  to  commercial  or 
financial  transactions;  they  also  shall  not  claim  or  enjoy  immunities  from  taxation  with 
respect  to  commercial  or  financial  transactions,  except  as  may  be  provided  in  other 
bilateral  agreements. 

3.  Firms,  companies  and  economic  organizations  of  one  of  the  Parties  shall  be  per- 
mitted to  engage  in  the  territory  of  the  other  Party  in  any  commercial  activity  which  is 
not  contrary  to  the  laws  of  such  other  Party. 

4.  Firms,  companies  and  economic  organizations  of  either  Party  that  desire  to  estab- 
lish representations  or  already  operate  representations  in  the  territory  of  the  other  Party 
shall  receive  treatment  no  less  favorable  than  that  accorded  to  firms,  companies  and 
economic  organizations  of  any  third  country  in  all  matters  relating  thereto.  The  rights 
and  facilities  set  out  in  Annex  2  shall  be  among  those  that  will  be  accorded  such  firms, 
companies  and  economic  organizations  which  establish  representations. 

5.  For  the  purpose  of  carrying  on  trade  between  the  territories  of  the  two  Parties  and 
engaging  in  related  commercial  activities,  nationals  of  each  Party  and  employees  of  its 
firms,  companies  and  economic  organizations  and  their  families  shall  be  permitted  to 
enter,  to  reside  and  to  obtain  appropriate  housing  in  the  territory  of  the  other  Party, 
and  to  travel  therein  freely,  in  accordance  with  the  laws  relating  to  entry,  stay  and  travel 
of  aliens. 

6.  The  Parties  affirm  that  no  restrictions  shall  exist  in  principle  on  contacts  between 
representatives  of  American  and  Romanian  firms,  companies  and  economic  organiza- 
tions. To  this  end,  representatives  of  firms,  companies  and  economic  organizations  of 
either  Party  shall  be  permitted  within  the  territory  of  the  other  Party  to  deal  directly 
with  buyers  and  users  of  their  products,  for  purposes  of  sales  promotion  and  servicing 
their  products,  in  accordance  with  the  procedures  and  regulations  applicable  in  each 
country. 

7.  The  Parties  shall  as  appropriate  permit  and  facilitate  access  within  their  territories 
by  representatives  of  firms,  companies  and  economic  organizations  of  the  other  Party  to 
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information    concerning   markets    for    goods   and    services   in    accordance    with    the   pro- 
cedures and  regulations  applicable  in  each  country. 

8.  Firms,  companies  and  economic  organizations  of  eifher  Party  shall  be  permitted 
in  accordance  with  procedures  and  regulations  applicable  within  the  territory  of  the 
other  Party  to  advertise,  conclude  contracts,  and  provide  technical  services  to  the  same 
extent  that  firms,  companies  and  economic  organizations  of  the  latter  Party  may  do  so. 
Duty-free  treatment  will  be  accorded  to  samples  without  commercial  value  and  adver- 
tising materials,  as  provided  in  the  Geneva  Convention  of  November  7,  1952,  relating  to 
the  Importation  of  Commercial  Samples  and  Advertising  Materials. 

9.  Each  Party  agrees  to  provide  its  good  offices  to  assist  in  the  solution  of  business 
facilitation  problems  and  in  gaining  access  to  appropriate  government  officials  in  each 
country. 

10.  Each  Party  agrees  to  encourage  the  development  on  its  territory  of  appropriate 
services  and  facilities  and  adequate  access  thereto  and  also  to  promote  the  activities  of 
firms,  companies  and  economic  organizations  of  the  other  Party  which  do  not  have 
representations,  and  their  employees  and  representatives. 

11.  Each  Party  agrees  to  facilitate  in  its  territory,  to  the  fullest  extent  practicable, 
the  activities  of  firms,  companies  and  economic  organizations  of  the  other  Party  acting 
through  employees,  technicians,  experts,  specialists  and  other  representatives  in  carry- 
ing out  contracts  concluded  between  the  firms,  companies  and  economic  organizations 
of  the  two  Parties. 

12.  Each  Party  undertakes  to  facilitate  travel  by  tourists  and  other  visitors  and  the 
distribution  of  information  for  tourists. 

13.  The  Parties  confirm  their  commitment,  as  expressed  in  the  Joint  Statement  on 
Economic,  Industrial,  and  Technological  Cooperation  of  December  5,  1973,  to  facilitate 
participation  of  their  nationals,  firms,  companies  and  economic  organizations  in  fairs 
and  exhibitions  organized  in  the  other  country.  Each  Party  further  undertakes  to  en- 
courage and  facilitate  participation  by  nationals,  firms,  companies  and  economic  orga- 
nizations of  the  other  country  in  trade  fairs  and  exhibits  in  its  territory,  as  well  as  to 
facilitate  trade  missions  organized  in  the  other  country  and  sent  by  mutual  agreement 
of  the  Parties.  Subject  to  the  laws  in  force  within  their  territories,  the  Parties  agree  to 
allow  the  import  and  re-export  on  a  duty-free  basis  of  all  articles  for  use  by  firms,  com- 
panies and  economic  organizations  of  the  other  Party  in  fairs  and  exhibitions,  providing 
that  such  articles  are  not  transferred. 

Article  V:  Industrial  Property,  Industrial  Rights  and  Processes, 

and  Copyrights 

1.  Each  Party  shall  continue  to  provide  nationals,  firms,  companies  and  economic 
organizations  of  the  other  Party  with  rights  with  respect  to  industrial  property  provided 
in  the  Convention  of  Paris  for  the  Protection  of  Industrial  Property  (as  revised  at 
Stockholm  on  July  14,  1967) . 

2.  With  respect  to  industrial  rights  and  processes  other  than  those  referred  to  in 
paragraphs  1  and  3  of  this  Article,  each  Party  shall  provide  the  same  legal  protection 
to  nationals,  firms,  companies  and  economic  organizations  of  the  other  Party  that  is 
provided  within  its  territory  to  its  own  nationals,  companies  and  economic  organizations. 

3.  Each  Party  agrees  to  provide  nationals,  firms,  companies  and  economic  organiza- 
tions of  the  other  Party  the  rights  with  respect  to  copyrights  set  forth  in  the  Universal 
Copyright  Convention  as  revised  at  Paris  on  July  24,  1971. 

Article  VI:  Financial  Provisions 

1.  Nationals,  firms,  companies  and  economic  organizations  of  each  Party  shall  be  ac- 
corded by  the  other  Party  most-favored-nation  treatment  with  respect  to  payments, 
remittances  and  transfers  of  funds  or  financial  instruments  between  the  territories  of 
the  two  Parties,  as  well  as  between  the  territory  of  such  other  Party  and  that  of  any 
third  country.  For  this  purpose,  the  Parties  agree  to  grant  those  authorizations  which 
are  necessary. 

2.  Financial  transactions  between  nations,  firms,  companies  and  economic  organiza- 
tions of  the  United  States  of  America  and  those  of  the  Socialist  Republic  of  Romania 
shall  be  made  according  to  applicable  laws  and  regulations.  All  financial  transactions 
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shall  be  made  in  United  States  dollars  or  any  other  freely  convertible  currency  mutually 
agreed  upon  by  such  persons,  firms,  companies  and  economic  organizations,  unless  they 
otherwise  agree.  However,  expenditures  in  the  territory  of  a  Party  by  nations,  firms, 
companies  and  economic  organizations  of  the  other  Party  may  be  made  in  local  currency 
received  in  an  authorized  manner  in  accordance  with  the  regulations  applicable  to  such 
expenditures.  No  restrictions  shall  be  placed  by  either  Party  upon  the  export  from  its 
territory  of  freely  convertible  currencies  or  deposits,  or  instruments  representative 
thereof,  by  the  nationals,  firms,  companies,  economic  organizations  or  Government  of 
the  other  Party,  provided  such  currencies,  deposits,  or  instruments  were  received  in  an 
authorized  manner.  If  either  Party  maintains  more  than  one  rate  of  exchange,  it  shall 
accord  to  nationals,  firms,  companies  and  economic  organizations  of  the  other  Party 
treatment  no  less  favorable  in  matters  relating  to  rates  of  exchange  than  it  accords  to 
nations,  firms,  companies  and  economic  organizations  of  any  third  country. 

3.  Nationals,  firms,  companies  and  economic  organizations  of  each  Party  shall  be 
accorded  most-favored-nation  treatment  by  the  other  Party  with  respect  to  the  opening 
and  maintaining  of  accounts  in  local  and  any  convertible  currency  in  financial  institu- 
tions and  with  respect  to  use  of  such  currencies. 

Article  VII:  Navigation 

1.  Vessels  under  the  flag  of  either  Party,  and  carrying  the  documents  required  by  its 
law  in  proof  of  nationality,  shall  be  deemed  to  be  vessels  of  that  Party  both  on  the  high 
seas  and  within  the  ports,  places,  and  waters  of  the  other  Party. 

2.  The  documents  of  a  vessel,  as  well  as  the  documents  referring  to  crews,  issued 
according  to  the  laws  and  regulations  of  the  Party  under  whose  flag  the  vessel  is  navi- 
gating, will  be  recognized  by  the  authorities  of  the  other  Party. 

3.  Vessels  of  either  Party  (other  than  warships,  as  defined  in  the  Geneva  Convention 
on  the  High  Seas  of  April  29,  1958)  shall  have  liberty  on  equal  terms  with  vessels  of 
any  third  country,  to  come  with  their  cargoes  to  ports,  places,  and  waters  of  the  other 
Party  open  to  foreign  commerce  and  navigation,  except  insofar  as  requirements  of  na- 
tional security  limit  such  access;  such  vessels  and  cargoes  shall  then  in  all  respects  be 
accorded  most-favored-nation  treatment  within  the  ports,  places  and  waters  of  the  other 
Party  except  insofar  as  modified  by  port  security  requirements. 

4.  The  provisions  of  paragraph  3  of  this  Article  shall  not  apply  to  fishing  vessels, 
fishery  research  vessels,  or  fishery  support  vessels.  The  Parties  reaffirm  the  importance 
of  their  Agreement  regarding  fisheries  in  the  western  region  of  the  Middle  Atlantic 
Ocean,  concluded  at  Washington  on  December  3,  1973,  which  shall  continue  to  apply  in 
accordance  with  its  terms. 

Article  VIII:  Disputes  Settlement 

1.  The  Parties  reaffirm  their  commitment,  as  expressed  in  the  Joint  Statement  on 
Economic,  Industrial  and  Technological  Cooperation  of  December  5,  1973  to  prompt  an 
equitable  settlement  on  an  amicable  basis  of  commercial  disputes  which  may  arise. 

2.  The  Parties  encourage  the  adoption  of  arbitration  for  the  settlement  of  disputes 
out  of  international  commercial  transactions  concluded  between  firms,  companies  and 
economic  organizations  of  the  United  States  of  America  and  those  of  the  Socialist 
Republic  of  Romania.  Such  arbitration  should  be  provided  for  by  provisions  in  contracts 
between  such  firms,  companies,  and  economic  organizations,  or  in  separate  agreements 
between  them  in  writing  executed  in  the  form  required  for  such  contracts.  Such  agree- 
ments (a)  should  provide  for  arbitration  under  the  rules  of  arbitration  of  the  Interna- 
tional Chamber  of  Commerce  in  Paris;  and  (b)  should  specify  as  the  place  of  arbitra- 
tion a  place  in  a  country  other  than  the  United  States  of  America  or  the  Socialist  Re- 
public of  Romania  that  is  a  Party  to  the  Convention  for  the  Recognition  and  Enforce- 
ment of  Foreign  Arbitral  Awards  of  New  York  on  June  10,  1958;  however  firms,  com- 
panies and  economic  organizations  party  to  a  contract  may  agree  upon  any  other  form 
or  place  of  arbitration. 

Article  IX:  Government  Commercial  Offices 

1.  In  order  to  promote  the  development  of  trade  and  economic  relations  between  the 
Parties,  and  to  provide  assistance  to  their  firms,  companies  and  economic  organizations 

45 


and  to  nationals  who  are  engaged  in  commercial  activities,  each  Party  agrees  to  permit 
and  facilitate  the  establishment  and  operation  of  Governmental  commercial  offices  of 
the  other  Party  on  a  reciprocal  basis.  The  establishment  and  operation  of  such  offices 
shall  be  in  accordance  with  applicable  laws  and  regulations,  and  subject  to  such  terms, 
conditions,  privileges,  and  immunities  as  may  be  agreed  upon  by  the  Parties.  The  Parties 
agree  that  access,  for  commercial  purposes,  to  such  offices  by  nationals  of  either  Party 
who  are  engaged  in  commercial  activities  will  be  unrestricted. 

2.  Government  commercial  offices  and  their  respective  officers  and  staff  members,  to 
the  extent  that  they  enjoy  diplomatic  immunity,  shall  not  participate  directly  in  the 
negotiation,  execution,  or  fulfillment  of  trade  transactions  or  otherwise  carry  on  trade. 

Article  X:  National  Security 

The  provisions  of  this  Agreement  shall  not  limit  the  right  of  either  Party  to  take  any 
action  for  the  protection  of  its  security  interests. 

Article  XI:  Review  of  Operation  of  Agreement 

The  Joint  American-Romanian  Economic  Commission,  established  in  accordance  with 
the  Joint  Statement  on  Economic,  Industrial  and  Technological  Cooperation  of  Decem- 
ber 5,  1973,  shall  review  the  operation  of  this  Agreement  and  as  necessary  prepare  rec- 
ommendations which  shall  be  presented  to  the  Governments  of  both  countries  for  the 
further  improvement  of  trade  relations  between  the  two  countries. 

Article  XII:  Duration  and  Entry  Into  Force 

1.  This  Agreement  shall  enter  into  force  on  the  date  of  exchange  of  written  notices 
of  acceptance  by  the  two  Governments,  and  shall  remain  in  force  as  provided  in  para- 
graph 2  of  this  Article. 

2. (a)  The  initial  term  of  this  Agreement  shall  be  three  years,  subject  to  subpara- 
graph (c)  of  this  Article. 

(b)  If  either  Party  encounters  or  foresees  a  problem  with  respect  to  the  application 
of  this  Agreement,  including  a  problem  concerning  its  domestic  legal  authority  to  carry 
out  any  of  its  obligations  under  this  Agreement,  such  Party  shall  request  immediate  con- 
sultations with  the  other  Party.  Once  consultations  have  been  requested,  the  other  Party 
shall  enter  into  such  consultations  as  soon  as  possible  concerning  the  circumstances  that 
have  arisen,  with  a  view  to  finding  a  solution  which  would  make  action  under  subpara- 
graph (c)   unnecessary. 

(c)  If  either  Party  is  unable  to  carry  out  any  of  its  obligations  under  this  Agreement 
either  Party  may  suspend  or  terminate  the  applicability  of  this  Agreement  or,  with  the 
Agreement  of  the  other  Party,  any  part  of  this  Agreement.  If  either  Party  takes  action 
under  this  subparagraph,  that  Party  will,  to  the  fullest  extent  practicable  and  consistent 
with  domestic  law,  seek  to  minimize  disruption  to  existing  trade  relations  between  the 
two  countries. 

(d)  This  Agreement  shall  be  extended  for  successive  periods  of  three  years  each  un- 
less either  Party  has  notified,  in  writing,  the  other  Party  of  the  termination  of  this 
Agreement  at  least  30  days  prior  to  its  expiration. 

3.  Annexes  1,  2,  and  3  shall  constitute  an  integral  part  of  this  Agreement. 

In  witness  whereof,  the  authorized  Representatives  of  the  Parties  have  signed  this 
Agreement. 

Done  in  two  original  copies  at  Bucharest  this  second  day  of  April,  1975,  in  English 
and  Romanian,  both  texts  being  equally  authentic. 

For  the  Government  of  the 
United  States  of  America: 
(Signed)  Harry  G.  Barnes,  Jr., 

For  the  Government  of  the 
Socialist  Republic  of  Romania: 
(Signed)  Ion  Patan. 
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Annex  1:  Procedures  for  the  Implementation  of  Article  III 

1(A)  The  consultations  provided  for  under  Article  III  shall  have  the  objectives  of 
presenting  and  examining  together  the  factors  relating  to  those  imports  that  may  be 
causing  or  threatening  to  cause  or  significantly  contributing  to  market  disruption,  and 
finding  means  of  preventing  or  remedying  such  market  disruption.  Such  consultations 
shall  provide  for  a  review  of  the  production,  market,  and  trade  situation  of  the  product 
involved  (and  may  include  such  factors  as  trends  in  domestic  production,  profits  of 
firms  within  the  industry,  the  employment  situation,  sales,  inventories,  rates  of  increase 
of  imports,  market  share,  level  of  imports,  sources  of  supply,  the  situation  of  the  ex- 
porter and  any  other  aspect  which  may  contribute  to  the  examination  of  the  situation) . 

Both  Parties  in  carrying  out  these  consultations  shall  take  due  account  of  any  con- 
tracts between  firms,  companies  and  economic  organizations  of  the  United  States  of 
America  and  the  Socialist  Republic  of  Romania  concluded  prior  to  the  request  for  con- 
sultations. 

Such  consultations  shall  be  concluded  within  ninety  days  of  the  request,  unless  other- 
wise agreed  during  the  course  of  such  consultations. 

KB)  Unless  a  different  solution  is  agreed  upon  during  the  consultations,  the  quan- 
titative import  limitations  or  other  restrictions  stated  by  the  importing  Party  to  be  neces- 
sary to  prevent  or  remedy  the  market  disruption  in  question  shall  be  implemented. 

1(C)  At  the  request  of  the  importing  Party,  if  it  determines  that  an  emergency  situa- 
tion exists,  the  limitations  or  other  restrictions  referred  to  in  its  request  for  consulta- 
tions shall  be  put  into  effect  prior  to  the  conclusion  of  such  consultations. 

1(D)  The  rights  of  the  exporting  Party  referred  to  in  paragraph  4(d)  of  the  Protocol 
for  the  Accession  of  Romania  to  the  General  Agreement  on  Tariffs  and  Trade  of  Octo- 
ber 15,  1971  shall  apply  in  the  event  that  action  contemplated  in  this  Annex  is  taken. 

2(A)  In  accordance  with  applicable  laws  and  regulations,  each  Party  shall  take  ap- 
propriate measures  to  ensure  that  exports  from  its  country  of  the  products  concerned 
do  not  exceed  the  quantities  or  vary  from  the  restrictions  established  for  imports  of 
such  products  into  the  other  country  pursuant  to  paragraph  1  of  this  Annex. 

2(B)  Each  Party  may  take  appropriate  measures  with  respect  to  imports  into  its 
country  to  ensure  that  imports  of  products  originating  in  the  other  country  comply  with 
such  quantitative  limitations  or  other  restrictions. 

Annex  2:  Business  Facilitation 

I.  The  firms,  companies  and  economic  organizations  of  one  Party,  in  connection  with 
the  establishment  and  operation  of  their  representations  in  the  territory  of  the  other 
Party,  as  well  as  the  employees  of  such  representations,  shall  enjoy  rights  and  facilities 
as  provided  below. 

1.  Applications  to  establish  representations  and  to  obtain  any  necessary  authoriza- 
tion shall  be  processed  and  acted  upon  expeditiously  in  accordance  with  procedures  and 
standards  no  less  favorable  than  those  accorded  to  the  firms,  companies  and  economic 
organizations  of  any  third  countries. 

2.  Revocation  or  refusal  to  renew  authorization  to  operate  such  representations  shall 
require  notice  in  writing  at  least  three  months  prior  to  termination  of  authorization  to 
such  representation. 

3.  Such  representation  shall  consist  of  natural  or  legal  persons  and  shall  be  estab- 
lished and  operated  in  accordance  with  procedures  and  regulations  in  the  host  country. 
Termination  of  the  activities  of  a  representation  shall  not  be  subject  to  any  penalties 
when  it  does  not  contravene  the  provisions  of  any  contract  existing  between  the  repre- 
sentation and  the  firms,  companies  and  economic  organizations  of  the  host  country. 

4.  The  Parties  recognize  that  reasonable  levels  and  application  of  fees,  taxes,  rents 
and  other  charges,  and  adequate  notice  of  changes  therein  to  the  concerned  representa- 
tions and  their  employees,  are  beneficial  to  commerce  and  cooperation  between  the  two 
countries. 

5.  Representations  shall  be  permitted  to  rent  office  space  for  their  needs  and  housing 
for  the  use  of  their  employees.  The  Parties,  upon  request,  will  use  the  good  offices  at 
their  disposal  to  facilitate  and  expedite  the  obtaining  and  occupying  of  such  office  space 
and  housing. 
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6.  Representations  shall  be  permitted  to  import,  as  promptly  as  desired,  office  ma- 
chines, automobiles,  and  other  equipment  for  the  purpose  of  efficient  and  businesslike 
operation  of  the  representation,  subject  to  applicable  customs  regulations. 

7.  The  employees  of  the  representations  shall  be  permitted  to  import  personal  effects 
including  furniture  and  appliances.  Such  personal  effects  shall  be  entered  duty-free  in 
accordance  with  applicable  customs  regulations.  Automobiles  and  similar  means  of  trans- 
portation imported  for  the  use  of  such  employees  will  be  permitted  to  enter  in  accord- 
ance with  the  applicable  customs  regulations.  Such  employees  shall  also  be  permitted 
to  export  their  imported  personal  effects  and  automobiles,  free  of  export  duties. 

8.  Representations  may  acquire  communications  facilities,  such  as  office  or  home 
telephone  for  their  employees,  extensions,  and  telex  equipment,  which  will  be  made 
available  as  promptly  as  possible  upon  application  therefor,  in  accordance  with  applica- 
ble law. 

9.  The  term  "employees"  used  in  paragraphs  4,  5,  7  and  8  of  this  Annex  refers  to 
persons  sent  by  firms,  companies,  and  economic  organizations  of  one  Party  to  perform 
services  for  their  representations  which  are  functioning  in  the  territory  of  the  other 
Party. 

10.  Representations  may,  subject  to  the  applicable  laws  and  procedures,  select  and 
employ  any  person,  regardless  of  citizenship,  lawfully  residing  in  or  admitted  to  the 
territory  of  such  other  Party.  Neither  Party  shall  impose  restrictions  on  the  termina- 
tion of  employees,  other  than  the  contractual  provisions  requiring  notice  and  compensa- 
tion. Neither  Party  shall  restrict  the  total  number  of  persons  to  be  employed  as  long 
as  they  are  reasonably  needed  for  the  conduct  of  business.  Representations  shall  hire, 
compensate,  and  terminate  the  employment  of  employees  in  accordance  with  the  provi- 
sions of  contracts  governing  their  employment.  Each  Party  agrees  to  encourage  the 
negotiation  of  contracts  in  such  a  way  that  the  representations  of  the  other  Party  shall 
have  the  broadest  possible  flexibility  in  selecting,  hiring  and  compensating  employees 
and  in  terminating  their  employment. 

11.  Each  Party  agrees  to  facilitate  to  the  maximum  extent  possible  the  travel  of  per- 
sons employed  by  representations  of  the  other  Party  desiring  to  enter  its  territory  in 
furtherance  of  the  purpose  of  this  Agreement,  and  members  of  their  immediate  families. 
Each  Party  agrees  to  make  available  multiple  entry  visas  of  duration  of  six  months  or 
longer  to  such  persons  and  to  members  of  their  immediate  families.  Persons  who  are 
employees  of  representations  of  the  other  Party  shall  be  permitted  to  the  maximum 
extent  possible,  in  accordance  with  applicable  regulations,  to  travel  abroad  for  purposes 
related  to  the  business  of  the  representations  by  which  they  are  employed. 

II.  For  the  purpose  of  applying  paragraph  10  of  Article  IV,  the  Parties  recognize 
that  reasonable  levels  and  application  of  fees,  rents,  and  other  charges  and  adequate 
notice  of  changes  therein  to  the  concerned  employees  and  representatives  are  beneficial 
to  commerce  and  cooperation  between  the  two  Parties. 

III.  For  the  purpose  of  applying  paragraph  11  of  Article  IV,  the  Parties  agree  that 
the  persons  referred  to  therein  should  have  access  to  adequate  housing  and  office  space 
and  communication  facilities,  and  the  ability  to  utilize,  in  accordance  with  applicable 
procedures,  local  personnel  necessary  for  the  carrying  out  of  their  normal  activities.  In 
addition,  in  accordance  with  applicable  customs  regulations,  the  Parties  will  permit  the 
import  of  tools,  equipment  and  automobiles  required  for  carrying  out  contracts,  as  well 
as,  on  a  duty-free  basis,  imports  of  personal  effects.  The  Parties  will  permit  duty-free 
export  of  imported  personal  effects  and  automobiles.  Each  Party  agrees  to  facilitate  to 
the  maximum  extent  possible  travel  of  such  persons  and  the  members  of  their  immedi- 
ate families  desiring  to  enter  and  leave  its  territory. 

Annex  3 :  Definitions 

1.  In  this  Agreement  "firms,  companies  and  economic  organizations"  of  the  United 
States  of  America  shall  include  corporations,  partnerships,  sole  proprietorships,  com- 
panies and  other  economic  associations  constituted  under  the  laws  and  regulations  ap- 
plicable in  the  United  States  of  America,  and  "firms,  companies  and  economic  organi- 
zations," for  the  Socialist  Republic  of  Romania  shall  include  state  enterprises,  industrial 
centrals,  enterprises  with  the  status  of  centrals  and  other  enterprises  which  carry  out 
foreign  trade  activities  in  accordance  with  laws  and  regulations  applicable  in  the  Social- 
ist Republic  of  Romania. 
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2.  In  this  Agreement  "representation,"  in  the  case  of  the  representations  established 
in  the  United  States  of  America,  shall  include  subsidiaries  or  unincorporated  branches, 
or  other  forms  of  business  organization  legally  constituted  under  the  laws  and  regula- 
tions applicable  in  the  territory  of  the  United  States  of  America  by  firms,  companies,  or 
economic  organizations  of  the  Socialist  Republic  of  Romania,  and  in  the  case  of  the 
representations  established  in  the  Socialist  Republic  of  Romania,  shall  include  the 
agencies  referred  to  in  Article  1  of  Decree  No.  15  of  the  Council  of  State  of  the  Socialist 
Republic  of  Romania  of  January  25,  1971,  established  by  a  firm,  company  or  economic 
organization  of  the  United  States  of  America. 

EXECUTIVE  ORDER 

Waiver  Under  the  Trade  Act  of  1974  With  Respect  to  the 
Socialist  Republic  of  Romania 

By  virtue  of  the  authority  vested  in  me  by  section  402(c)  (1)  of  the  Trade  Act  of 
1974  (Public  Law  93-618,  January  3,  1975;  88  Stat.  1978,  2057),  and  having  made  the 
report  to  the  Congress  required  by  that  provision,  I  hereby  waive  the  application  of 
subsections  (a)  and  (b)  of  section  402  of  said  Act  with  respect  to  the  Socialist  Republic 
of  Romania. 

Gerald  R.  Ford. 
The  White  House,  April  24,  1975. 
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APPENDIX  E 


CONVENTION  BETWEEN 

THE  GOVERNMENT  OF  THE  UNITED  STATES  OF  AMERICA  AND 

THE  GOVERNMENT  OF  THE  SOCIALIST  REPUBLIC  OF  ROMANIA 

WITH  RESPECT  TO  TAXES  ON  INCOME 

The  Government  of  the  United  States  of  America  and  the  Government  of  the  Socialist 
Republic  of  Romania,  desiring  to  conclude  a  convention  for  the  avoidance  of  double 
taxation  of  income  and  property  and  the  prevention  of  fiscal  evasion,  have  agreed  as 
follows : 

Article  1 

Taxes  Covered 

(1)  The  taxes  which  are  the  subject  of  this  Convention  are: 

(a)  In  the  case  of  Romania,  the  income  taxes  imposed  under  Romanian  law,  in 
particular  the  income  taxes  imposed  on: 

(i)     wages,  salaries,  fees,  copyrights,  and  income  from  any  other  source  received 
by  individuals; 

(ii)    profits  of  mixed  companies; 

(iii)  enterprises  other  than  mixed  companies  or  state  enterprises; 

(iv)  agricultural  activities; 

(v)    rentals;  and 

(vi)  nonresidents. 

(b)  In  the  case  of  the  United  States,  the  Federal  income  taxes  imposed  by  the  In- 
ternal Revenue  Code  (other  than  social  insurance  taxes  imposed  by  chapters  2  and  21). 

(2)  This  Convention  shall  also  apply  to  taxes  substantially  similar  to  those  covered 
by  paragraph  (1)  which  are  imposed  in  addition  to,  or  in  place  of,  existing  taxes  after 
the  date  of  signature  of  this  Convention. 

(3)  For  purposes  of  paragraph  (5)  of  Article  7  (Business  Profits),  this  Convention 
shall  also  apply  to  taxes  other  than  income  taxes  imposed  at  the  national  level  of  a 
Contracting  State  on  insurance  and  reinsurance  premiums  paid  to  a  resident  of  the 
other  Contracting  State.  For  the  purpose  of  Article  22  (Nondiscrimination),  this  Con- 
vention shall  also  apply  to  taxes  of  every  kind  imposed  at  the  national,  state,  or  local 
level. 

(4)  The  competent  authorities  of  the  Contracting  States  shall  notify  each  other  of 
any  amendments  of  the  tax  laws  referred  to  in  paragraph  (1)  and  of  the  adoption  of 
any  taxes  referred  to  in  paragraph  (2)  by  transmitting  the  texts  of  any  amendments  or 
new  statutes  at  least  once  a  year. 

Article  2 

General  Definitions 

(1)    In  this  Convention: 

(a)  (i)    The  term  "Romania"  means  the  Socialist  Republic  of  Romania;  and 
(ii)    When  used  in  a  geographical  sense  the  term  "Romania"  also  includes: 

(A)  The  territorial  sea  thereof,  and 

(B)  The  seabed  and  subsoil  of  the  submarine  areas  adjacent  to  the  coast 
thereof,  but  beyond  the  territorial  sea,  over  which  Romania  exercises  sovereign  rights, 
in  accordance  with  international  law,  for  the  purpose  of  exploration  for  and  exploitation 
of  the  natural  resources  of  such  areas,  but  only  to  the  extent  that  the  person,  property, 
or  activity  to  which  this  Convention  is  being  applied  is  connected  with  such  exploration 
or  exploitation. 

(b)  (i)    The  term  "United  States"  means  the  United  States  of  America;  and 
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(ii)  When  used  in  a  geographical  sense,  the  term  "United  States"  means  the 
states  thereof  and  the  District  of  Columbia.  Such  term  also  includes: 

(A)  The  territorial  sea  thereof,  and 

(B)  The  seabed  and  subsoil  of  the  submarine  areas  adjacent  to  the  coast 
thereof,  but  beyond  the  territorial  sea,  over  which  the  United  States  exercises  sovereign 
rights,  in  accordance  with  international  law,  for  the  purpose  of  exploration  for  and 
exploitation  of  the  natural  resources  of  such  areas,  but  only  to  the  extent  that  the 
person,  property,  or  activity  to  which  the  Convention  is  being  applied  is  connected  with 
such  exploration  or  exploitation. 

(c)  The  term  "Contracting  State"  means  the  United  States  or  Romania,  as  the 
context  requires. 

(d)  The  term  "person"  includes  an  individual,  a  partnership,  a  corporation,  an 
estate,  or  a  trust. 

(e)  (i)  The  term  "Romanian  corporation"  means  any  judicial  person,  including  a 
mixed  corporation  which  is  incorporated  and  organized  under  Romanian  law  or  any 
other  legal  entity  created  under  Romanian  law  which  is  treated  as  a  juridical  person 
according  to  Romanian  taxation  laws. 

(ii)  The  term  "United  States  corporation"  means  a  corporation,  or  any  entity 
treated  as  a  corporation  for  United  States  tax  purposes,  which  is  created  or  organized 
under  the  laws  of  the  United  States  or  any  state  thereof  or  the  District  of  Columbia;  and 

(f)  The  term  "competent  authority"  means: 

(i)    In  the  case  of  Romania,  the  Minister  of  Finance  or  his  delegate,  and 

(ii)  In  the  case  of  the  United  States,  the  Secretary  of  the  Treasury  or  his  delegate. 

(g)  The  term  "tax"  means  tax  imposed  by  the  United  States  or  Romania,  whichever 
is  applicable,  to  which  this  Convention  applies  by  virtue  of  Article  1    (Taxes  Covered). 

(h)  The  term  "international  traffic"  means  any  voyage  of  a  ship  or  aircraft  operated 
by  a  resident  of  one  of  the  Contracting  States  except  where  such  voyage  is  confined 
solely  to  places  within  a  Contracting  State. 

(2)  Any  other  term  used  in  this  Convention  and  not  defined  in  this  Convention  shall, 
unless  the  context  otherwise  requires,  have  the  meaning  which  it  has  under  the  laws  of 
the  Contracting  State  whose  tax  is  being  determined.  Notwithstanding  the  preceding 
sentence,  if  the  meaning  of  such  a  term  under  the  laws  of  one  of  the  Contracting  States 
is  different  from  the  meaning  of  the  term  under  the  laws  of  the  other  Contracting  State, 
or  if  the  meaning  of  such  a  term  is  not  readily  determinable  under  the  laws  of  one  of 
the  Contracting  States,  the  competent  authorization  of  the  Contracting  States  may,  in 
order  to  prevent-  double  taxation  or  to  further  any  other  purpose  of  this  Convention, 
establish  a  common  meaning  of  the  term  for  purposes  of  this  Convention. 

Article  3 

Fiscal  Residence 

(1)  In  this  Convention: 

(a)  The  term  "resident  of  Romania"  means: 

(i)  A  Romanian  corporation  (as  defined  in  paragraph  ( 1)  (e)  ( i)  of  Article  2 
(General  Definitions)  ),  or 

(ii)  Any  other  person  resident  in  Romania,  but  in  the  case  of  a  partnership, 
estate,  or  trust  only  to  the  extent  that  the  income  derived  by  such  person  is  subject  to 
United  States  tax. 

(b)  The  term  "resident  of  the  United  States"  means: 

(i)  A  United  States  corporation  (as  defined  in  paragraph  (1)  (e)  (ii)  of  Article  2 
(General  Definitions) ) ,  or 

(ii)  Any  other  person  resident  in  the  United  States,  but  in  the  case  of  a  partnership, 
estate,  or  trust  only  to  the  extent  that  the  income  derived  by  such  person  is  subject  to 
United  States  tax. 

(2)  Where  by  reason  of  the  provisions  of  paragraph  (1)  an  individual  is  a  resident 
of  both  Contracting  States: 

(a)  He  shall  be  deemed  to  be  a  resident  of  that  Contracting  State  in  which  he  main- 
tains his  permanent  home.  If  he  has  a  permanent  home  in  both  Contracting  States  or  in 
neither  of  the  Contracting  States,  he  shall  be  deemed  to  be  a  resident  of  that  Contracting 
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State  with  which  his  personal  and  economic  relations  are  closest   (center  of  vital  inter- 
ests) ; 

(b)  If  the  Contracting  State  in  which  he  has  his  center  of  vital  interests  cannot  be 
determined,  he  shall  be  deemed  to  be  a  resident  of  that  Contracting  State  in  which  he 
has  a  habitual  abode; 

(c)  If  he  has  a  habitual  abode  in  both  Contracting  States  or  in  neither  of  the  Con- 
tracting States,  he  shall  be  deemed  to  be  a  resident  of  the  Contracting  State  of  which 
he  is  a  citizen ;  and 

(d)  If  he  is  a  citizen  of  both  Contracting  States  or  of  neither  Contracting  State,  the 
competent  authorities  of  the  Contracting  States  shall  settle  the  question  by  mutual 
agreement. 

Article  4 

General  Rules  of  Taxation 

(1)  A  resident  of  one  of  the  Contracting  States  may  be  taxed  by  the  other  Contract- 
ing State  on  any  income  from  sources  within  that  other  Contracting  State  and  only  on 
such  income,  subject  to  any  limitations  set  forth  in  this  Convention. 

(2)  The  provisions  of  this  Convention  shall  not  be  construed  to  restrict  in  any  manner 
any  exclusion,  deduction,  credit,  or  other  allowance  now  or  hereafter  accorded — 

(a)  By  the  laws  of  one  of  the  Contracting  States  in  the  determination  of  the  tax 
imposed  by  that  Contracting  State,  or 

(b)  By  any  other  agreement  between  the  Contracting  States. 

(3)  Notwithstanding  any  provisions  of  this  Convention  except  paragraph  (4),  a  Con- 
tracting State  may  tax  its  citizens  or  residents  (as  determined  under  Article  3  (Fiscal 
Residence)  )  as  if  this  Convention  had  not  come  into  effect. 

(4)  The  provisions  of  paragraph  (3)  shall  not  affect: 

(a)  The  benefits  conferred  by  a  Contracting  State  under  Articles  17  (Social  Security 
Payments),  21  (Relief  from  Double  Taxation),  22  (Nondiscrimination),  and  23  (Mutual 
Agreement  Procedure)  ;  and 

(b)  The  benefits  conferred  by  a  Contracting  State  under  Articles  18  (Governmental 
Functions),  19  (Teachers),  20  (Students  and  Trainees),  and  25  (Members  of  Diplomatic 
Missions  and  Consular  Offices)  upon  individuals  who  are  neither  citizens  of,  nor  have 
immigrant  status  in,  that  Contracting  State. 

(5)  The  competent  authorities  of  the  two  Contracting  States  may  prescribe  regula- 
tions necessary  to  carry  out  the  provisions  of  this  Convention. 

Article  5 

Permanent  Establishment 

(1)  For  the  purpose  of  this  Convention,  the  term  "permanent  establishment"  means 
a  fixed  place  of  business  through  which  the  business  of  a  resident  of  one  of  the  Con- 
tracting States  is  wholly  or  partly  carried  on. 

(2)  The  term  "permanent  establishment"  includes  but  is  not  limited  to: 

(a)  A  branch; 

(b)  An  office; 

(c)  A  factory; 

(d)  A  workshop; 

(e)  A  warehouse; 

(f)  A  mine,  quarry,  or  other  place  of  extraction  of  natural  resources;  and 

(g)  A  construction  or  installation  project  which  exists  for  more  than  12  months. 

(3)  Notwithstanding  paragraphs  (1)  and  (2),  a  permanent  establishment  shall  not 
include  a  fixed  place  of  business  used  only  for  one  or  more  of  the  following: 

(a)  The  use  of  facilities  for  the  purpose  of  storage,  display,  or  delivery  pursuant  to 
a  sales  contract,  of  goods  or  merchandise  belonging  to  the  resident ; 

(b)  The  maintenance  of  a  stock  of  goods  or  merchandise  belonging  to  the  resident 
for  the  purpose  of  processing  by  another  person; 

(c)  The  maintenance  of  a  fixed  place  of  business  for  the  purpose  of  purchasing 
goods  or  merchandise,  or  for  collecting  information,  for  the  resident; 
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(d)  The  maintenance  of  a  fixed  place  of  business  for  the  purpose  of  advertising,  for 
the  supply  of  information,  for  scientific  research,  or  for  similar  activities  which  have  a 
preparatory  or  auxiliary  character,  for  the  resident;  or 

(e)  The  maintenance  of  a  construction  or  installation  project  which  does  not  exist 
for  more  than  12  months. 

(4)  A  person  acting  in  one  of  the  Contracting  States  on  behalf  of  a  resident  of  the 
other  Contracting  State,  other  than  an  agent  of  an  independent  status  to  whom  para- 
graph (5)  applies,  shall  be  deemed  to  give  rise  to  a  permanent  establishment  in  the 
first-mentioned  Contracting  State  if  such  person  has,  and  habitually  exercises  in  the 
first-mentioned  Contracting  State,  an  authority  to  conclude  contracts  in  the  name  of  that 
resident,  unless  the  exercise  of  such  authority  is  limited  to  the  purchase  of  goods  or 
merchandise  for  that  resident. 

(5)  A  resident  of  one  of  the  Contracting  States  shall  not  be  deemed  to  have  a  per- 
manent establishment  in  the  other  Contracting  State  merely  because  such  resident 
engages  in  industrial  or  commercial  activity  in  that  other  Contracting  State  through  a 
broker,  general  commission  agent,  or  any  other  agent  of  an  independent  status,  where 
such  broker  or  agent  is  acting  in  the  ordinary  course  of  his  business. 

(6)  A  resident  of  one  of  the  Contracting  States  shall  not  be  deemed  to  have  a  per- 
manent establishment  in  the  other  Contracting  State  merely  because  such  resident  sells 
at  the  termination  of  a  trade  fair  or  convention  in  such  other  Contracting  State  goods 
or  merchandise  which  such  resident  displayed  at  such  trade  fair  or  convention. 

(7)  In  determining  whether  a  resident  of  one  Contracting  State  has  a  permanent 
establishment  in  the  other  Contracting  State  there  shall  not  be  taken  into  account  the 
fact  that  such  resident  may  be  related  to  either  a  resident  of  the  other  Contracting  State 
or  to  any  other  person  who  engages  in  business  in  that  other  Contracting  State. 

(8)  The  principles  set  forth  in  paragraphs  (1)  through  (7)  shall  also  be  applied  in 
determining  whether  there  is  a  permanent  establishment  in  a  State  other  than  one  of 
the  Contracting  States  or  whether  a  person  other  than  a  resident  of  one  of  the  Contract- 
ing States  has  a  permanent  establishment  in  one  of  the  Contracting  States. 

Article  6 

Income  from  Immovable  Property 

(1)  Income  from  immovable  property,  including  royalties  and  other  payments  in 
respect  of  the  exploitation  of  natural  resources  and  gains  derived  from  the  sale,  ex- 
change, or  other  disposition  of  such  property  or  of  the  right  giving  rise  to  such  royalties 
or  other  payments,  may  be  taxed  by  the  Contracting  State  in  which  such  immovable 
property  or  natural  resources  are  situated.  For  purposes  of  this  Convention,  interests  on 
indebtedness  secured  by  immovable  property  or  secured  by  a  right  giving  rise  to  royalties 
or  other  payments  in  respect  of  the  exploitation  of  natural  resources  shall  not  be 
regarded  as  income  from  immovable  property. 

(2)  Paragraph  (1)  shall  apply  to  income  derived  from  the  usufruct,  direct  use, 
letting,  or  use  in  any  other  form  of  immovable  property. 

Article  7 

Business  Profits 

(1)  Industrial  or  commercial  profits  of  a  resident  of  one  of  the  Contracting  States 
shall  be  exempt  from  tax  by  the  other  Contracting  State  unless  the  resident  has  a  per- 
manent establishment  in  that  other  Contracting  State.  If  the  resident  has  a  permanent 
establishment  in  that  other  Contracting  State,  tax  may  be  imposed  by  that  other  Con- 
tracting State  on  the  industrial  or  commercial  profits  of  the  resident  but  only  on  so 
much  of  them  as  are  attributable  to  the  permanent  establishment. 

(2)  Where  a  resident  of  one  of  the  Contracting  States  has  a  permanent  establishment 
in  the  other  Contracting  State,  there  shall  in  each  Contracting  State  be  attributed  to 
the  permanent  establishment  the  industrial  or  commercial  profits  which  would  reason- 
ably be  expected  to  have  been  derived  by  it  if  it  were  an  independent  entity  engaged  in 
the  same  or  similar  activities  under  the  same  or  similar  conditions  and  dealing  at  arm's 
length  with  the  resident  of  which  it  is  a  permanent  establishment. 
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(3)  In  the  determination  of  the  industrial  or  commercial  profits  of  a  permanent 
establishment,  there  shall  be  allowed  as  deductions  expenses  which  are  reasonably  con- 
nected with  such  profits,  including  executive  and  ge*neral  administrative  expenses, 
whether  incurred  in  the  Contracting  State  in  which  the  permanent  establishment  is 
situated  or  elsewhere. 

(4)  No  profits  shall  be  attributed  to  a  permanent  establishment  of  a  resident  of  one 
of  the  Contracting  States  in  the  other  Contracting  State  merely  by  reason  of  the  pur- 
chase of  goods  or  merchandise  by  that  permanent  establishment,  or  by  the  resident  of 
which  it  is  a  permanent  establishment,  for  the  account  of  that  resident. 

(5)  Insurance  or  reinsurance  premiums  derived  from  sources  within  one  Contracting 
State  by  a  resident  of  the  other  Contracting  State  shall  not  be  subject  to  income  tax 
or  any  other  tax  in  the  first  Contracting  State  unless  such  income  is  effectively  con- 
nected  with   a   permanent   establishment   of   the   resident   in   that   Contracting    State. 

(6)  The  term  "industrial  or  commercial  profits"  includes,  but  is  not  limited  to, 
income  derived  from  manufacturing,  mercantile,  banking,  insurance,  agricultural,  fish- 
ing or  mining  activities,  the  operation  of  ships  or  aircraft,  the  furnishing  of  services, 
and  the  rental  of  tangible  personal  (movable)  property.  Such  term  does  not  include  the 
performance  of  personal  services  by  an  individual  either  as  an  employee  or  in  an  inde- 
pendent capacity.  Such  term  also  includes  any  other  income  effectively  connected  with 
a  permanent  establishment  which  the  recipient,  being  a  resident  of  one  of  the  Contract- 
ing States,  has  in  the  other  Contracting  State. 

(7)  To  determine  whether  property  or  rights  are  effectively  connected  with  a  per- 
manent establishment,  the  factors  taken  into  account  shall  include  whether  the  rights 
or  property  are  used  in  or  held  for  use  in  carrying  on  an  activity  giving  rise  to  industrial 
or  commercial  profits  through  such  permanent  establishment  and  whether  the  activities 
carried  on  through  such  permanent  establishment  were  a  material  factor  in  the  realiza- 
tion of  the  income  derived  from  such  property  or  rights.  For  this  purpose,  due  regard 
shall  be  given  to  whether  or  not  such  property  or  rights  or  such  income  were  accounted 
for  through  such  permanent  establishment. 

(8)  Where  industrial  or  commercial  profits  include  items  of  income  which  are  dealt 
with  separately  in  other  articles  of  this  convention,  the  provisions  of  those  articles  shall, 
except  as  otherwise  provided  therein,  supersede  the  provisions  of  this  article. 

Article  8 

Shipping  and  Air  Transport 

(1)  Notwithstanding  Article  7  (Business  Profits)  and  Article  13  (Capital  Gains), 
income  derived  by  a  resident  of  one  of  the  Contracting  States  from  the  operation  in 
international  traffic  of  ships  or  aircraft  registered  in  that  Contracting  State  and  gains 
derived  from  the  sale,  exchange,  or  other  disposition  of  ships  or  aircraft  used  in  inter- 
national traffic  and  which  are  registered  in  that  Contracting  State  shall  be  exempt  from 
taxation  by  the  other  Contracting  State. 

(2)  For  purposes  of  this  article,  income  derived  from  the  operation  in  international 
traffic  or  ships  or  aircraft  includes — 

(a)  Income  derived  from  the  rental  of  ships  or  aircraft  operated  in  international 
traffic  if  such  rental  income  is  incidental  to  other  income  described  in  paragraph  (1), 
and 

(b)  Income  derived  from  the  use,  maintenance,  and  lease  of  containers  and  other 
related  equipment  in  connection  with  the  operation  in  international  traffic  of  ships  or 
aircraft  by  the  resident  described  in  paragraph  (1). 

Article  9 

Related  Persons 

(1)  Where  a  person  subject  to  the  taxing  jurisdiction  of  one  of  the  Contracting 
States  and  any  other  person  are  related  and  where  such  related  persons  make  arrange- 
ments or  impose  conditions  between  themselves  which  are  different  from  those  which 
would  be  made  between  independent  persons,  any  income,  deductions,  credits,  or  allow- 
ances which  would,  but  for  those  arrangements  or  conditions,  have  been  taken  into  ac- 
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count  in  computing  the  income  (or  loss)  of,  or  the  tax  payable  by,  one  of  such  persons, 
may  be  taken  into  account  in  computing  the  amount  of  the  income  subject  to  tax  and 
the  taxes  payable  by  such  person. 

(2)  Where  a  redetermination  has  been  made  by  one  Contracting  State  to  the  income 
of  one  of  its  residents  in  accordance  with  paragraph  (1),  then  the  other  Contracting 
State  shall,  if  it  agrees  with  such  redetermination,  make  a  corresponding  adjustment  to 
the  income  of  a  person  in  such  other  Contracting  State  related  to  such  resident.  In  the 
event  the  other  Contracting  State  disagrees  with  such  redetermination,  the  two  Contract- 
ing States  shall  endeavor  to  reach  agreement  in  accordance  with  the  mutual  agreement 
procedure  in  paragraph  (2)  (b)  of  Article  23  (Mutual  Agreement  Procedure). 

(3)  For  purposes  of  this  Convention,  a  person  is  related  to  another  person  if  either 
person  owns  or  controls  directly  or  indirectly  the  other,  or  if  a  third  person  or  persons 
own  or  control  directly  or  indirectly  both.  For  this  purpose,  the  term  "control"  includes 
any  kind  of  control,  whether  or  not  legally  enforceable,  and  however  exercised  or  exer- 
cisable. 

Article  10 
Dividends 

(1)  Dividends  paid  by  a  corporation  of  one  of  the  Contracting  States  to  a  resident  of 
the  other  Contracting  State  may  be  taxed  by  both  Contracting  States. 

(2)  The  rate  of  tax  imposed  by  the  first-mentioned  Contracting  State  on  such  divi- 
dends shall  not  exceed  10  percent  of  the  gross  amount  of  the  dividend. 

(3)  Paragraph  (2)  shall  not  apply  if  the  recipient  of  the  dividends,  being  a  resident 
of  one  of  the  Contracting  States,  has  a  permanent  establishment  in  the  other  Contracting 
State  and  the  shares  with  respect  to  which  the  dividends  are  paid  are  effectively  con- 
nected with  such  permanent  establishment.  In  such  a  case,  paragraph  (6)  of  article  7 
(Business  Profits)  shall  appy. 

Article  11 

Interest 

(1)  Interest  derived  by  a  resident  of  one  of  the  Contracting  States  from  sources 
within    the    other    Contracting    State    may    be    taxed    by    both    Contracting    States. 

(2)  Interest  derived  by  a  resident  of  one  of  the  Contracting  States  from  sources 
within  the  other  Contracting  State  shall  not  be  taxed  by  the  other  Contracting  State  at 
a  rate  in  excess  of  10  percent  of  the  gross  amount  of  such  interest. 

(3)  Notwithstanding  paragraphs  (1)  and  (2),  interest  beneficially  derived  by  (a) 
one  of  the  Contracting  States,  or  by  an  instrumentality  of  that  Contracting  State,  not 
subject  to  tax  by  that  Contracting  State  on  its  income,  or  (b)  a  resident  of  such  Con- 
tracting State  with  respect  to  indebtedness  guaranteed,  insured,  or  indirectly  financed 
by  that  Contracting  State  or  instrumentality  thereof,  shall  be  exempt  from  tax  by  the 
other  Contracting  State. 

(4)  Paragraph  (2)  shall  not  apply  if  the  recipient  of  the  interest,  being  a  resident 
of  one  of  the  Contracting  States,  has  a  permanent  establishment  in  the  other  Contracting 
State  and  the  indebtedness  giving  rise  to  the  interest  is  effectively  connected  with  such 
permanent  establishment.  In  such  a  case,  paragraph  (6)  of  Article  7  (Business  Profits) 
shall  apply. 

(5)  Where  an  amount  is  paid  to  a  related  person  which  would  be  treated  as  interest 
but  for  the  fact  that  it  exceeds  an  amount  which  would  have  been  paid  to  an  unrelated 
person,  the  provisions  of  this  article  shall  apply  only  to  so  much  of  the  amount  as 
would  have  been  paid  to  an  unrelated  person.  In  such  a  case,  the  excess  amount  may 
be  taxed  by  each  Contracting  State  according  to  its  own  law,  including  the  provisions 
of  this  Convention  where  applicable. 

(6)  The  term  "interest"  as  used  in  this  Convention  means  income  from  bonds,  Gov- 
ernment securities,  notes,  or  other  evidences  of  indebtedness,  whether  or  not  secured 
and  whether  or  not  carrying  a  right  to  participate  in  profits,  and  debt-claims  of  every 
kind,  as  well  as  all  other  income  which,  under  the  taxation  law  of  the  Contracting 
State  in  which  the  income  has  its  source,  is  assimilated  to  income  from  money  lent. 
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(7)  Interest  shall  be  treated  as  derived  from  sources  within  a  Contracting  State  only 
if  paid  by  such  Contracting  State,  a  political  subdivision  'or  a  local  authority  thereof,  or 
by  a  resident  of  that  Contracting  State.  Notwithstanding  the  preceding  sentence — 

(a)  If  the  person  paying  the  interest  (whether  or  not  such  person  is  a  resident  of 
one  of  the  Contracting  States)  has  a  permanent  establishment  in  one  of  the  Contracting 
States  in  connection  with  which  the  indebtedness  on  which  the  interest  is  paid  was 
incurred  and  such  interest  is  borne  by  such  permanent  establishment,  or 

(b)  If  the  person  paying  the  interest  is  a  resident  of  one  of  the  Contracting  States 
and  has  a  permanent  establishment  in  a  State  other  than  a  Contracting  State  in  connec- 
tion with  which  the  indebtedness  on  which  the  interest  is  paid  was  incurred  and  such 
interest  is  paid  to  a  resident  of  the  other  Contracting  State,  and  such  interest  is  borne 
by  such  permanent  establishment, 

such  interest  shall  be  deemed  to  be  from  sources  within  the  State  in  which  the  per- 
manent establishment  is  situated. 

Article  12 

Royalties 

(1)  Royalties  derived  by  a  resident  of  one  of  the  Contracting  States  from  sources 
within  the  other  Contracting  State  may  be  taxed  by  both  Contracting  States. 

(2)  Royalties  derived  by  a  resident  of  one  of  the  Contracting  States  from  sources 
within  the  oher  Contracting  State  shall  not  be  taxed  by  the  other  Contracting  State 
at  a  rate  in  excess  of  10  percent  of  the  gross  amount  of  cultural  royalties  or  at  a  rate 
in  excess  of  15  percent  of  the  gross  amount  of  industrial  royalties. 

(3)  For   purpose    of   this   article — 

(a)  Cultural  royalties  are  payments  of  any  kind  made  as  consideration  for  the  use 
of,  or  the  right  to  use,  copyrights  of  literary,  artistic,  or  scientific  works,  including 
copyrights  of  motion  picture  films  or  films  or  tapes  used  for  radio  or  television  broad- 
casting; 

(b)  Industrial  royalties  are  payments  of  any  kind  made  as  consideration  for  the  use 
of,  or  the  right  to  use  patents,  designs,  models,  plans,  secret  processes  or  formulae, 
trademarks,  or  other  like  property  or  rights,  or  for  knowledge,  experience,  or  skill 
(know-how)  ; 

(c)  Cultural  royalties  and  industrial  royalties  include  gains  derived  from  the  sale, 
exchange,  or  other  disposition  of  any  such  property  or  rights  to  the  extent  that  the 
amounts  realized  on  such  sale,  exchange,  or  other  disposition  for  consideration  are 
contingent  on  the  productivity,  use,  or  disposition  of  such  property  or  rights. 

(4)  Paragraph  (2)  shall  not  apply  if  the  recipient  of  the  royalty,  being  a  resident  of 
one  of  the  Contracting  States,  has  in  the  other  Contracting  State  a  permanent  estab- 
lishment and  the  property  or  rights  giving  rise  to  the  royalty  is  effectively  connected 
with  such  permanent  establishment.  In  such  a  case,  paragraph  (6)  of  Article  7  (Busi- 
ness  Profits)    shall   apply. 

(5)  Where  an  amount  is  paid  to  a  related  person  which  would  be  treated  as  royalty 
but  for  the  fact  that  it  exceeds  an  amount  which  would  have  been  paid  to  an  unrelated 
person,  the  provisions  of  this  article  shall  apply  only  to  so  much  of  the  amount  as  would 
have  been  paid  to  an  unrelated  person.  In  such  a  case,  the  excess  amount  may  be 
taxed  by  each  Contracting  State  according  to  its  own  law,  including  the  provisions  of 
this   Convention   where   applicable. 

(6)  Royalties  shall   be  treated   as  income   from  sources  within   a   Contracting   State 
only  to  the  extent  that  such  royalties  are  payments  made  as  consideration  for  the  use 
of,  or  the  right   to   use,   property   or   rights   described   in   paragraph    (3)  (a)    and    (b) 
within  that  Contracting  State  or  gains  described  in  paragraph    (2)  (c)    from  the  sale, 
exchange,  or  other  disposition  of  such  property  or  rights. 

Article  13 

Capital  Gains 

(1)  A  resident  of  one  of  the  Contracting  States  shall  be  exempt  from  tax  by  the 
other  Contracting  State  on  gains  from  the  sale,  exchange,  or  other  disposition  of 
capital  assets    (whether  acquired  by  inheritance,  gift,  or  any  other  manner)    unless — 
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(a)  The  recipient  of  the  gain,  being  a  resident  of  one  of  the  Contracting  States,  has 
a  permanent  establishment  in  the  other  Contracting  State  and  the  property  giving 
rise  to  the  gain  is  effectively  connected  with  such  permanent  establishment,  or 

(b)  The  recipient  of  the  gain,  being  an  individual  who  is  in  resident  of  one  of  the 
Contracting  States  is  present  in  the  other  Contracting  State  for  a  period  or  periods 
aggregating  183  days  or  more  during  the  taxable  year. 

(2)  In  the  case  of  gains  described  in  paragraph  (1)  (a),  paragraph  (6)  of  Article  7 
(Business  Profits)    shall  apply. 

Article  14 

Independent    Personal   Services 

(1)  Income  derived  by  an  individual  who  is  a  resident  of  one  of  the  Contracting 
States  from  the  performance  of  personal  services  in  an  independent  capacity  may  be 
taxed   by  that   Contracting   State. 

(2)  Income  derived  by  an  individual  who  is  a  resident  of  one  of  the  Contracting 
States  from  the  performance  of  personal  services  in  an  independent  capacity  in  the 
other  Contracting  State  may  also  be  taxed  by  that  other  Contracting  State,  but  only  if 
the  individual — 

(a)  Is  present  in  that  other  Contracting  State  for  a  period  or  periods  aggregating 
183  days  or  more  in  the  taxable  year, 

(b)  Maintains  a  permanent  establishment  in  the  other  Contracting  State  with 
which  the  income  is  effectively  connected  or 

(c)  Is  an  entertainer,  such  as  a  theater,  motion  picture,  radio  or  television  artist,  a 
musician,  or  an  athlete,  and  is  present  in  that  other  Contracting  State  for  a  period  or 
periods  aggregating  more  than  90  days  in  the  taxable  year  or  the  gross  income  derived 
from  his  personal  services  as  an  entertainer  in  an  independent  capacity  in  that  other 
Contracting  State  exceeds  in  the  aggregate  3,000  United  States  dollars  or  its  equivalent 
in  Romanian  lei  during  the  taxable  year. 

(3)  Paragraph  (2)(c)  shall  not  apply  to  an  entertainer  described  in  paragraph 
(2)  (c)    who  is  a  resident  of  one  of  the  Contracting  States  and  who  is  present   in  the 

other    Contracting    State    pursuant    to    a    specific    arrangement    agreed    to    by    the    two 
Contracting  States. 

Article  15 

Dependent    Personal    Services 

(1)  Except  as  provided  in  Articles  18  (Governmental  Functions),  19  (Teachers), 
and  20  (Students  and  Trainees),  wages,  salaries,  and  similar  remuneration  derived  by 
an  individual  who  is  a  resident  of  one  of  the  Contrating  States  from  labor  or  personal 
services  performed  as  an  employee,  including  income  from  services  performed  by  an 
officer  of  a  corporation  or  company,  may  be  taxed  by  that  Contracting  State.  Except 
as  provided  by  paragraphs  (2)  and  (3),  such  remuneration  derived  from  labor  or 
personal  services  performed  in  the  other  Contracting  State  may  also  be  taxed  by  that 
other     Contracting     State. 

(2)  Remuneration  described  in  paragraph  (1)  derived  by  an  individual  who  is  a 
resident  of  one  of  the  Contracting  States  shall  be  exempt  from  tax  by  the  other 
Contracting    State    if — 

(a)  He  is  present  in  that  other  Contracting  State  for  a  period  or  periods  aggregating 
less  than  183  days  in  the  taxable  year; 

(b)  He  is  an  employee  of  a  resident  of  the  first-mentioned  Contracting  State  or  of 
a  permanent  establishment  maintained  in  the  first-mentioned  Contracting  State  by  a 
resident   of  the   other   Contracting    State; 

(c)  The  remuneration  is  not  borne  as  such  by  a  permanent  establishment  which  the 
employer  has  in  that  other  Contracting  State;  and 

(d)  In  the  case  of  an  entertainer,  such  as  a  theater,  motion  picture,  radio  or  tele- 
vision artist,  a  musician,  or  an  athlete,  he  is  present  in  that  other  Contracting  State 
for  a  period  or  periods  aggregating  less  than  90  days  in  the  taxable  year  and  the 
gross  income   he   derives   as   an   employee   in   that   other   Contracting   State    aggregates 
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less   than   3,000   United    States   dollars   or   its    equivalent   is    Romanian   lei   during    the 
taxable   year.  » 

(3)  Paragraph  (2)  (d)  shall  not  apply  to  an  entertainer  described  in  paragraph 
(2)  (d)    who  is  a  resident  of  one  of  the  Contracting  States  and  who  is  present  in  the 

other   Contracting    State    pursuant    to    a    specific    arrangement    agreed    to    by    the    two 
Contracting  States. 

(4)  Notwithstanding  paragraph  (2),  remuneration  derived  by  an  individual  from 
the  performance  of  labor  or  personal  services  as  an  employee  aboard  ships  or  aircraft 
operated  by  a  resident  of  one  of  the  Contracting  States  in  international  traffic  shall  be 
exempt  from  tax  by  the  other  Contracting  State  if  such  individual  is  a  member  of 
the  regular  complement  of  the  ship  or  aircraft. 

Article  16 

Private  Pensions  and  Annuities 

(1)  Except  as  provided  in  Article  18  (Governmental  Functions),  pensions  and  other 
similar  remuneration  paid  to  an  individual  in  consideration  of  past  employment  shall 
be  taxable  only  in  the  Contracting  State  of  which  he  is  a  resident. 

(2)  Alimony  and  annuities  paid  to  an  individual  who  is  a  resident  of  one  of  the 
Contracting  States  shall  be  taxable  only  in  that  Contracting  State. 

(3)  A  resident  of  one  Contracting  State  who  receives  child  support  payments  from 
a  resident  of  the  other  Contracting  State  shall  be  exempt  from  tax  on  such  payments 
in  both  Contracting  States. 

(4)  The  term  "pensions  and  other  similar  remuneration,"  as  used  in  this  article, 
means  periodic  payments  other  than  social  security  payments  covered  in  Article  17 
(Social  Security  Payments)  made  (a)  by  reason  of  retirement  or  death  in  consideration 
for  services  rendered,  or  (b)  by  way  of  compensation  for  injuries  received  in  connec- 
tion with  past  employment. 

(5)  The  term  "annuities,"  as  used  in  this  article,  means  a  stated  sum  paid  periodi- 
cally at  stated  times  during  life,  or  during  a  specified  number  of  years,  under  an 
obligation  to  make  the  payments  in  return  for  adequate  and  full  consideration  (other 
than  services  rendered). 

(6)  The  term  "alimony",  as  used  in  this  article,  means  periodic  payments  made 
pursuant  to  a  decree  of  divorce  or  compulsory  support,  separate  maintenance  agree- 
ment, or  support  or  separation  agreement  which  is  taxable  to  the  recipient  under  the 
internal  laws  of  the  Contracting  State  of  which  he  is  a  resident. 

(7)  The  term  "child  support  payments",  as  used  in  this  article,  means  periodic 
payments  for  the  support  of  a  minor  child  made  pursuant  to  a  decree  of  divorce, 
separate  maintenance  agreement,  or  support  or  separation  agreement. 

Article  17 

Social  Security  Payments 

Social  security  payments  and  other  public  pensions  paid  by  one  of  the  Contracting 
States  to  an  individual  who  is  a  resident  of  the  other  Contracting  State  shall  be 
exempt  from  tax  in  both  Contracting  States.  This  article  shall  not  apply  to  payments 
described  in  Article   18    (Governmental   Functions). 

Article  18 

Governmental   Functions 

Wages,  salaries,  and  similar  remuneration,  including  annuities  or  similar  benefits, 
paid  from  public  funds  of  one  of  the  Contracting  States  to  a  citizen  of  that  Contracting 
State  for  labor  or  personal  services  performed  as  an  employee  of  the  national  govern- 
ment of  that  Contracting  State,  or  any  agency  thereof,  in  the  discharge  of  functions 
of  a  governmental  nature  shall  be  exempt  from  tax  by  the  other  Contracting  State. 
Labor  or  personal  services  performed  by  a  citizen  of  one  of  the  Contracting  States 
shall   be   treated    by   the   other    Contracting    State    as    performed    in    the    discharge    of 
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governmental  functions  if  such  labor  or  personal  services  would  be  treated  under  the 
internal   laws  of  both   Contracting   States   as   so    performed.. 

Article  19 
Teachers 

(1)  Where  a  resident  of  one  of  the  Contracting  States  is  invited  by  the  Government 
of  the  other  Contracting  State,  a  political  subdivision,  or  a  local  authority  thereof, 
or  by  a  university  or  other  recognized  educational  institution  in  that  other  Contracting 
State  to  come  to  that  other  Contracting  State  for  a  period  not  expected  to  exceed  2  years 
for  the  purpose  of  teaching  or  engaging  in  research,  or  both,  at  a  university  or  other 
recognized  educational  institution  and  such  resident  comes  to  that  other  Contracting  State 
primarily  for  such  purpose,  his  income  from  personal  services  for  teaching  or  research 
at  such  university  or  educational  institution  shall  be  exempt  from  tax  by  that  other 
Contracting  State  for  a  period  not  exceeding  2  years  from  the  date  of  his  arrival  in 
that  other  Contracting  State. 

(2)  This  article  shall  not  apply  to  income  from  research  if  such  research  is  under- 
taken not  in  the  public  interest  but  primarily  for  the  private  benefit  of  a  specific  person 
or  persons. 

Article  20 
Students  and  Trainees 

(1)  (a)  An  individual  who  is  a  resident  of  one  of  the  Contracting  States  at  the 
time  he  becomes  temporarily  present  in  the  other  Contracting  State  and  who  is  tem- 
porarily present  in  that  other  Contracting  State  for  the  primary  purpose  of — 

(i)  Studying  at  a  university  or  other  recognized  educational  institution  in  that 
other  Contracting  State,  or 

(ii)  Securing  training  required  to  qualify  him  to  practice  a  profession  or  pro- 
fessional specialty,  or 

(iii)  Studying  or  doing  research  as  a  recipient  of  a  grant,  allowance,  or  award  from 
a  governmental,  religious,  charitable,  scientific,  literary,  or  educational  organization, 
shall  be  exempt  from  tax  by  that  other  Contracting  State  with  respect  to  amounts  de- 
scribed in  subparagraph  (b)  for  a  period  not  exceeding  5  taxable  years  from  the  date  of 
his  arrival  in  that  other  Contracting  State. 

(b)    The  amounts  referred  to  in  subparagraph  (a)   are — 

(i)  Gifts  from  abroad  for  the  purpose  of  his  maintenance,  education,  study,  re- 
search, or  training; 

(ii)    The  grant,  allowance,  or  award;  and 

(iii)  Income  from  personal  services  performed  in  that  other  Contracting  State 
in  an  amount  not  in  excess  of  2,000  United  States  dollars  or  its  equivalent  in  Romanian 
lei  for  any  taxable  year. 

(2)  An  individual  who  is  a  resident  of  one  of  the  Contracting  States  at  the  time 
he  becomes  temporarily  present  in  the  other  Contracting  State  and  who  is  temporarily 
present  in  that  other  Contracting  State  as  an  employee  of,  or  under  contract  with,  a 
resident  of  the  first-mentioned  Contracting  State,  for  the  primary   purpose  of — 

(a)  Acquiring  technical,  professional,  or  business  experience  from  a  person  other 
than  that  resident  of  the  first-mentiond  Contracting  State  or  other  than  a  person  related 
to  such  resident,  or 

(b)  Studying  at  a  university  or  other  recognized  educational  institution  in  that 
other  Contracting  State, 

shall  be  exempt  from  tax  by  that  other  Contracting  State  on  his  income  from  personal 
services  for  a  period  not  exceeding  1  year  and  only  in  an  amount  not  exceeding  in  the 
aggregate  5,000  United  States  dollars  or  its  equivalent  in  Romanian  lei. 

(3)  An  individual  who  is  a  resident  of  one  of  the  Contracting  States  at  the  time 
he  becomes  temporarily  present  in  the  other  Contracting  State  and  who  is  temporarily 
present  in  that  other  Contracting  State  for  a  period  not  exceeding  1  year,  as  a 
participant  in  a  program  sponsored  by  the  Government  of  that  other  Contracting  State, 
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for  the  primary  purpose  of  training,  research,  or  study,  shall  be  exempt  from  tax  by 
that  other  Contracting  State  with  respect  to  his  income  from  personal  services  in 
respect  of  such  training,  research,  or  study  performed  in  that  other  Contracting  State 
in  an  aggrgate  amount  not  in  excess  of  10,000  United  States  dollars  or  is  equivalent 
in   Romanian   lei. 

(4)  The  benefits  provided  under  Article  19  (Teachers)  and  paragraph  (1)  of  this 
article  shall,  when  taken  together,  extend  only  for  such  period  of  time,  not  to  exceed  5 
taxable  years  from  the  date  of  arrival  of  the  individual  claiming  such  benefits,  as  may 
reasonably  or  customarily  be  required  to  effectuate  the  purpose  of  the  visit.  The  benefits 
provided  under  Article  19  'Teachers)  shall  not  be  available  to  an  individual  if,  during 
the  immediately  preceding  period,  such  individual  enjoyed  the  benefits  of  paragraph 
(1)    of  this  article. 

Article  21 

Relief  From  Double  Taxation 

Double  taxation  of  income  shall  be  avoided  in  the  following  manner: 

(1)  In  accordance  with  the  provisions  and  subject  to  the  limitations  of  the  law 
of  Romania  (as  it  may  be  amended  from  time  to  time  without  changing  the  general 
principles  hereof),  Romania  shall  allow  to  a  citizen  or  resident  of  Romania  as  a  credit 
against  Romanian  tax  the  appropriate  amount  of  income  taxes  paid  to  the  United  States. 
Such  appropriate  amount  shall  be  based  upon  the  amount  of  tax  paid  to  the  United 
States  but  shall  not  exceed  the  portion  of  Romanian  tax  which  such  citizen's  or 
resident's  net  income  from  sources  within  the  United  States  bears  to  his  entire  net 
income  for  the   same  taxable  year. 

(2)  In  accordance  with  the  provisions  and  subject  to  the  limitations  of  the  law 
of  the  United  States  (as  it  may  be  amended  from  time  to  time  without  changing  the 
general  principles  hereof),  the  United  States  shall  allow  to  a  citizen  or  resident  of 
the  United  States  as  a  credit  against  the  United  States  tax  the  appropriate  amount 
of  taxes  paid  to  Romania.  Such  appropriate  amount  shall  be  based  upon  the  amount 
of  tax  paid  to  Romania,  but  the  credit  shall  not  exceed  the  portion  of  United  States 
tax  which  such  citizen's  or  resident's  net  income  from  sources  within  Romania  or  on 
income  from  sources  outside  of  the  United  States  bears  to  his  entire  net  income  for  the 
same  taxable  year.  For  purposes  of  applying  the  United  States  credit  in  relation 
to  taxes  paid  to  Romania,  the  taxes  referred  to  in  paragraph  (l)(a)  of  Article  1 
(Taxes  Covered)    shall  be  considered  to  be  income  taxes. 

Article  22 

Nondiscrimination 

(1)  A  citizen  of  one  of  the  Contracting  States  who  is  a  resident  of  the  other 
Contracting  State  shall  not  be  subjected  in  that  other  Contracting  State  to  more 
burdensome  taxes  than  a  citizen  of  that  other  Contracting  State  who  is  a  resident 
thereof. 

(2)  A  citizen  of  one  of  the  Contracting  States  who  is  a  resident  of  the  other 
Contracting  State  or  a  permanent  establishment  which  a  resident  of  one  of  the 
Contracting  States  has  in  the  other  Contracting  State  shall  not  be  subject  in  that 
other  Contracting  State  to  more  burdensome  taxes  than  are  generally  imposed  in 
that  other  Contracting  State  on  citizens  or  permanent  establishments  of  residents  of 
third  States  carrying  on  the  same  activities.  However,  this  paragraph  shall  not  require 
a  Contracting  State  to  grant  to  citizens  or  permanent  establishments  of  residents  of 
the  other  Contracting  State  tax  benefits  granted  by  special  agreements  to  citizens  or 
permanent  establishments  of  a  third  State. 

(3)  A  corporation  of  one  of  the  Contracting  States,  the  capital  of  which  is  wholly 
or  partly  owned  or  controlled,  directly  or  indirectly,  by  one  or  more  residents  of  the 
other  Contracting  State,  shall  not  be  subjected  in  the  first-mentioned  Contracting 
State  to  any  taxation  or  any  requirement  connected  with  taxation  which  is  other  or 
more  burdensome  than  the  taxation  and  requirements  to  which  a  corporation  of  the 
first-mentioned    Contracting    State    carrying    on    the    same    activities,    the    capital    of 

60 


which  is  wholly  or  partly  owned  or  controlled  by  one  or  more  residents  of  a  third 
State,  is  or  may  be  subjected.  However,  this  paragraph  shall  not  require  a  Contracting 
State  to  grant  to  corporations  which  are  wholly  or  partly  owned  by  residents  of  the 
other  Contracting  State  tax  benefits  granted  by  special  agreements  to  corporations 
which  are  wholly  or  partly  owned  by  residents  of  a  third  State. 

Article  23 
Mutual  Agreement  Procedure 

(1)  Where  a  resident  of  one  of  the  Contracting  States  considers  that  the  action  of 
one  or  both  of  the  Contracting  States  results  or  will  result  for  him  in  taxation  not  in 
accordance  with  this  Convention,  he  may,  notwithstanding  the  remedies  provided  by 
the  national  laws  of  the  Contracting  States,  present  his  case  to  the  competent  authority 
of  the  Contracting  State  of  which  he  is  a  resident  or  a  citizen.  Should  the  resident's 
claim  be  considered  to  have  merit  by  the  competent  authority  of  the  Contracting 
State  to  which  the  claim  is  made,  it  shall  endeavor  to  come  to  an  agreement  with  the 
competent  authority  of  the  other  Contracting  State  with  a  view  to  the  avoidance  of 
taxation  not  in  accordance  with  the  provisions  of  this  Convention. 

(2)  The  competent  authorities  of  the  Contracting  States  shall  endeavor  to  resolve 
by  mutual  agreement  any  difficulties  or  doubts  arising  as  to  the  application  of  this 
Convention.  In  particular,  the  competent  authorities  of  the  Contracting  States  may 
agree — 

(a)  To  the  same  attribution  of  industrial  or  commercial  profits  to  a  resident  of 
one  of  the  Contracting  States  and  its  permanent  establishment  situated  in  the  other 
Contracting  State; 

(b)  To  the  same  allocation  of  income,  deductions,  credits,  or  allowances  between 
a  resident  of  one  of  the  Contracting  States  and  any  related  person  and  to  the  readjust- 
ment of  taxes  imposed  by  each  Contracting  State  to  reflect  such  allocation; 

(c)  To  the  same  determination  of  the  source  of  particular  items  of  income;  or 

(d)  To  the  same  characterization  of  particular  items  of  income. 

(3)  The  component  authorities  of  the  Contracting  States  may  communicate  with 
each  other  directly  for  the  purpose  of  reaching  an  agreement  in  the  sense  of  this 
article.  When  it  seems  advisable  for  the  purpose  of  reaching  agreement,  the  com- 
petent authorities  may  meet  together  for  an  exchange  of  opinions. 

(.4)  In  the  event  that  the  competent  authorities  reach  such  an  agreement,  taxes  shall 
be  imposed  on  such  income,  and  refund  or  credit  of  taxes  shall  be  allowed,  by  the 
Contracting  States  in  accordance  with  such  agreement. 

Article  24 
Exchange  of  Information 

(1)  The  competent  authorities  shall  exchange  such  information  as  is  necessary 
for  carrying  out  the  provisions  of  this  Convention  or  for  the  prevention  of  fraud  or 
for  the  administration  of  statutory  provisions  concerning  taxes  to  which  this  Convention 
applies  provided  the  information  is  of  a  class  that  can  be  obtained  under  the  laws 
and  administrative  practices  of  each  Contracting  State  with  respect  to  its  own  taxes. 

(2)  Any  information  so  exchanged  shall  be  treated  as  secret,  except  that  such 
information  may  be — 

(a)  Disclosed  to  any  person  charged  with  the  assessment,  collection,  or  enforce- 
ment of,  or  litigation  with  respect  to,  the  taxes  to  which  this  Convention  applies,  or 

(b)  Made  part  of  a  public  record  with  respect  to  the  assessment,  collection,  or 
enforcement  of,  or  litigation  with  respect  to,  the  taxes  to  which  this  Convention  applies. 

(3)  No  information  shall  be  exchanged  which  would   be  contrary  to   public  policy. 

(4)  If  specifically  requested  by  the  competent  authority  of  a  Contracting  State,  the 
competent  authority  of  the  other  Contracting  State  shall  provide  information  under 
this  article  in  the  form  of  depositions  of  witnesses  and  copies  of  unedited  original 
documents  (including  books,  papers,  statements,  records,  accounts,  or  writings)  to 
the  same  extent  such  depositions  and  documents  can  be  obtained  under  the  laws  and 
administrative  practices  of  each  Contracting  State  with  respect  to  its  own  taxes. 
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(5)  Depositions  and  evidence  which  may  be  furnished  in  accordance  with  this 
article  shall  not  be  withheld  by  reason  of  any  doctrine  of 'law  under  which  international 
judicial  assistance  is  not  accorded  in  tax  matters. 

(6)  The  exchange  of  information  shall  be  either  on  a  routine  basis  or  on  request 
with  reference  to  particular  cases.  The  competent  authorities  of  the  Contracting  States 
may  agree  on  the  list  of  information  which  shall  be  furnished  on  a  routine  basis. 

Article  25 

Members  of  Diplomatic  Missions  and  Consular  Offices 

Nothing  in  this  Convention  shall  affect  the  fiscal  privileges  of  members  of  diplomatic 
missions  and  consular  offices  under  the  general  rules  and  norms  of  international  law 
or  under  the  provisions  of  special  agreements. 

Article  26 

Assistance  in  Collection 

(1)  Each  of  the  Contracting  States  shall  endeavor  to  collect  on  behalf  of  the  other 
Contracting  State  such  taxes  imposed  by  that  other  Contracting  State  as  will  ensure 
that  any  exemption  or  reduced  rate  of  tax  granted  under  this  Convention  by  that  other 
Contracting  State  shall  not  be  enjoyed  by  persons  not  entitled  to  such  benefits. 

(2)  In  no  case  shall  this  article  be  construed  so  as  to  impose  upon  a  Contracting 
State  the  obligations  to  carry  out  measures  at  variance  with  the  laws  or  administrative 
practices  of  either  Contracting  State  with  respect  to  the  collection  of  its  own  taxes. 

Article  27 

Entry  Into  Force 

This  Convention  shall  be  subject  to  ratification  and  instruments  of  ratification  shall 
be  exchanged  at  Bucharest  as  soon  as  possible.  It  shall  enter  into  force  1  month  after 
the  date  of  exchange  of  the  instruments  of  ratification.  The  provisions  shall  for  the 
first  time  have  effect  with  respect  to  income  of  calendar  years  or  taxable  years 
beginning  (or  in  the  case  of  taxes  payable  at  the  source,  payments  made)  on  or  after 
January  1,  1974. 

Article  28 

Termination 

(l)This  Convention  shall  remain  in  force  until  terminated  by  one  of  the  Contracting 
States.  Either  Contracting  State  may  terminate  the  Convention  at  any  time  after  5 
years  from  the  date  on  which  this  Convention  enters  into  force  provided  that  notice 
of  termination  has  been  given  through  diplomatic  channels  at  least  6  months'  prior 
to  the  end  of  the  calendar  year.  In  such  event,  the  Convention  shall  cease  to  have 
force  and  effect  as  respects  income  of  calendar  years  or  taxable  years  beginning  (or, 
in  the  case  of  taxes  payable  at  the  source,  payments  made)  on  or  after  January  1,  next 
following  the  expiration  of  the  6-month  period. 

(2)  Notwithstanding  the  provisions  of  paragraph  (1)  and  upon  prior  notice  to  be 
given  through  diplomatic  channels,  the  provisions  of  Article  17  (Social  Security 
Payments)  may  be  terminated  by  either  Contracting  State  at  any  time  after  this 
Convention  enters  into  force. 

DONE  at  Washington,  in  duplicate,  in  the  English  and  Romanian  languages,  the  two 
texts  having  equal  authenticity,  this 

FOR  THE  GOVERNMENT  OF  THE  FOR  THE  GOVERNMENT  OF  THE 

UNITED  STATES  OF  AMERICA:  SOCIALIST  REPUBLIC  OF  ROMANIA: 
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APPENDIX  F 


LONG-TERM  AGREEMENT  ON  ECONOMIC,  INDUSTRIAL  AND 

TECHNICAL  COOPERATION  BETWEEN  THE  UNITED  STATES  OF 

AMERICA  AND  THE  SOCIALIST  REPUBLIC  OF  ROMANIA 

The  Government  of  the  United  States  of  America  and  the  Socialist  Republic  of 
Romania; 

Noting  with  satisfaction  the  favorable  development  of  economic  relations  between 
the  two  countries; 

Resolved  to  promote  economic,  industrial  and  technical  cooperation  between  the 
two  countries  on  the  basis  of  the  principles  of  international  law,  respect  for  national 
independence  and  sovereignty,  equality  of  rights,  nonintereference  in  domestic  affairs 
and  mutual  advantage; 

Taking  into  account  the  characteristics  and  economic  potential  of  the  two  countries, 
and  their  respective  levels  of  economic  development; 

Desiring  to  ensure  continuous  expansion  and  diversification  of  economic,  industrial 
and  technical  cooperation  and  provision  of  information  to  facilitate  such  cooperation; 

Wishing  to  enlarge  upon  the  provisions  of  the  Joint  Statement  of  Economic,  Indus- 
trial and  Technological  Cooperation  between  the  United  States  of  America  and  the 
Socialist  Republic  of  Romania,  of  December  5,  1973,  and  taking  into  consideration 
the  provisions  of  the  Agreement  on  Trade  Relations  Between  the  United  States  of 
America  and  the  Socialist  Republic  of  Romania  of  April  2,  1975; 

Determined  to  promote  in  their  relations  the  objectives  of  the  Final  Act  of  the 
Conference  on  Security  and  Cooperation  in  Europe,  and  to  give  full  effect  to  all  of  its 
provisions,  including  those  relating  to  economic,  scientific  and  technological  coopera- 
tion; and 

Considering  that  expansion  and  development  of  cooperation  between  firms,  com- 
panies and  economic  organizations  of  the  United  States  of  America  and  the  Socialist 
Republic  of  Romania  will  serve  positively  the  interests  of  the  two  countries  and 
peoples; 

Have  agreed  as  follows: 

Article  I 

1.  The  Parties  shall  take  all  appropriate  steps  to  facilitate  economic,  industrial  and 
technical  cooperation  between  firms,  companies  and  economic  organizations,  including 
those  of  small  and  medium  size,  in  keeping  with  applicable  laws  and  regulations  in 
the  two  countries. 

2.  The  Parties  shall  endeavor  that  firms,  companies  and  economic  organizations  of 
one  country  and  their  representatives  residing  in  or  visiting  the  other  country  for 
purposes  related  to  this  Agreement  will  enjoy  suitable  operating  conditions,  including 
access  to  facilities  required  for  the  expeditious  conduct  of  their  business,  in  accord- 
ance with  applicable  laws  and  regulations. 

3.  Goods  produced  under  cooperation  arrangements  in  the  territory  of  one  Party 
shall,  when  imported  into  the  territory  of  the  other  Party,  be  treated  in  accordance 
with  the  relevant  provisions  of  the  Agreement  on  Trade  Relations  of  April  2,  1975,  for 
the  period  those  provisions  remain  applicable,  or  as  otherwise  provided  by  applicable 
laws  and  regulations. 

4.  Neither  Party  shall  take  unreasonable  measures  that  would  impair  the  con- 
tractual or  other  rights  legally  acquired  within  its  territory,  of  nationals,  firms, 
companies  or  economic  organizations  of  the  other  Party. 

5.  Except  for  a  public  purpose,  assets  belonging  to  nationals,  companies  and 
economic  organizations  of  one  of  the  two  countries  will  not  be  expropriated  by  the 
other  country,  nor  will  they  be  expropriated  without  the  payment  of  prompt,  adequate 
and  effective  compensation. 
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6.  Each  Party  agrees  to  facilitate  to  the  maximum  extent  possible  in  accordance 
with  its  legislation  all  travel  of  persons  engaged  in  activities  consonant  with  the 
objectives  of  this  Agreement. 

Article  II 

1.  Cooperation  activities  shall  be  based  on  contractual  arrangements  between  firms, 
companies  and  economic  organizations  in  the  two  countries,  in  accordance  with  the 
laws  and  regulations  in  force  in  both  countries.  Such  contracts  will  generally  be  con- 
cluded on  terms  customary  in  international  practice,  and  may  provide  for  sharing  and 
transfer  of  benefits,  participation  in  management  and  procedures  to  protect  the 
resources  committed  by  each  partner  in  cooperation  arrangements  including  joint 
companies.  General  principles  for  the  development  and  operation  of  cooperation  activi- 
ties are  set  forth  in  Annex  I  to  this  Agreement. 

2.  Such  cooperation  activities  may  include: 

— joint  participation  in  the  construction  of  new  industrial  facilities  and  the 
expansion  and  modernization  of  existing  facilities  in  both  countries; 

— joint  participation,  including  the  formation  of  joint  companies,  by  firms, 
companies  and  economic  organizations  of  the  two  Parties,  in  producing  and  marketing 
goods  and  services; 

— purchase,  sale  and  leasing  of  machinery  and  equipment; 

— purchase  and  sale  of  industrial  and  agricultural  materials  and  consumer 
goods; 

— purchase,  sale,  license  or  commercial  exchange  of  patent  rights,  technical 
information,  or  know-how,  as  well  as  provision  of  technical  services,  including  training 
and  exchange  of  specialists  and  technicians,  all  in  accordance  with  laws,  regulations 
and  procedures  assuring  that  such  arrangements  are  to  the  mutual  advantage  of  both 
Parties ; 

— establishing  and  operation  of  offices  and  representations  of  firms,  companies 
and  economic  organizations  in  the  two  countries; 

— purchase  and  sale  of  services,  including  full  and  equitable  participation  by 
firms,  companies  and  economic  organizations  of  the  two  Parties  in  banking,  insurance, 
including  marine  and  air  cargo  insurance,  and  other  financial  services;   and 

— other  cooperation  activities  and  forms  which  may  be  mutually  agreed  between 
participants  in  the  two  countries. 

3.  Each  Party  shall  arrive  at  export  licensing  decisions  as  expeditiously  as  is 
feasible  under  its  established  administrative  procedures  and  in  conformity  with  its 
laws,  regulations  and  international  undertakings. 

4.  The  two  Parties  shall,  as  appropriate,  facilitate  cooperation  between  firms, 
companies  or  economic  organizations  of  the  two  countries  in  third  markets. 

5.  With  a  view  to  encouraging  the  development  of  banking  services  in  support  of 
economic,  industrial  and  technical  cooperation,  each  Party  shall,  where  possible, 
facilitate  the  establishment  and  operation  in  its  territory  of  banking  institutions  by 
firms,  companies  or  economic  organizations  of  the  other  party  in  association  with 
domestic  firms,  companies  or  economic  organizations  or  individually. 

6.  All  financial  transactions  shall  be  made  in  United  States  dollars  or  any  other 
freely  convertible  currency  mutually  agreed  upon  by  nationals,  firms,  companies  and 
economic  organizations,  unless  they  otherwise  agree. 

7.  The  Parties  agree  to  encourage  and  facilitate  accelerated  negotiations  between 
firms,  companies  and  economic  organizations  of  the  two  countries,  so  that  cooperation 
projects  may  be  implemented  as  expeditiously  as  possible,  and  possibilities  for  dis- 
cussion of  new  areas  of  cooperation  may  be  enhanced. 

8.  The  sectors  mentioned  in  Annex  II  have  been  identified  as  areas  of  particular 
interest  for  the  development  of  economic,  industrial  and  technical  cooperation 
between  firms,  companies  and  economic  organizations  of  the  two  countries. 

Article  III 

1.  The  Parties  shall  take  all  appropriate  steps  to  facilitate  conclusion  of  contracts 
regarding  cooperation  activity  between  firms,  companies  and  economic  organizations 
of  the  two  countries. 
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2.  The  two  Parties  shall  grant  to  equipment,  materials  and  components  imported 
temporarily  for  purposes  related  to  contracts  regarding  cooperation  activity  the  same 
exemptions  from  customs  duties,  and  other  taxes  and  restrictions,  that  are  granted  to 
like  equipment,  materials  and  components  from  any  other  country,  to  the  extent 
permitted  by  their  laws  and  regulations. 

3.  Taking  into  consideration  the  importance  of  financing  for  the  development  of 
economic,  industrial  and  technical  cooperation;  the  particular  characteristics  of  each 
case;  and  the  laws,  regulations  and  international  undertakings  of  each  country; 
the  Parties  agree  that  such  financing  as  may  be  extended  by  them  should  enjoy 
conditions  as  favorable  as  possible. 

Article  IV 

In  order  to  assist  firms,  companies  and  economic  organizations  in  determining 
the  fields  and  projects  most  likely  to  provide  a  basis  for  mutually  beneficial  contracts, 
each  Party,  in  accordance  with  its  laws,  regulations  and  procedures,  shall,  as 
appropriate,  make  available  upon  request  by  nationals,  firms,  companies  and  economic 
organizations  of  the  other  Party,  or  by  the  other  Party,  economic,  commercial  and 
statistical  information  useful  for  the  development  of  market  forecasts  and  the  expansion 
of  economic,  industrial  and  technical  cooperation.  Such  information  shall  include,  but 
not  be  limited  to: 

— All  statistical  data  regarding  production,  national  income,  budget,  consumption, 
productivity,  foreign  trade  and  transfer  of  technology,  necessary  to  accomplish  the 
objectives  of  this  Agreement. 

— Other  information  necessary  for  adequate  evaluation  of  projects  for  cooperation, 
including  information  concerning  laws,  regulations  and  administrative  procedures. 
Such  information  may  relate,  inter  alia,  to  domestic  commerce  and  foreign  trade, 
including  transfer  of  technology;  to  compensation  of  labor;  and  to  banking  and 
finance  including  the  rates  of  exchange  applicable  to  goods  and  services  required 
for  cooperation  activities. 

— Current  lists,  directories  and  descriptions  of  firms,  companies  and  economic 
organizations  concerned  with  foreign  trade,  as  well  as  other  information  helpful  in 
making  commercial  contacts,  including  periodic  catalogs  and  promotional  materials 
of  such  firms,  companies  and  economic  organizations. 

Article  V 

1.  The  Joint  American-Romanian  Economic  Commission,  established  pursuant  to 
the  Joint  Statement  on  Economic,  Industrial  and  Technological  Cooperation  of 
December  5,  1973,  shall  monitor  implementation  of  this  Agreement. 

2.  In  this  respect  the  responsibilities  of  the  Joint  American-Romanian  Economic 
Commission  are  as  follows: 

— to  examine  periodically  the  development  of  economic,  industrial,  and  technical 
cooperation  between  the  two  countries; 

— to  facilitate  the  expansion  and  diversification  of  economic,  industrial,  and 
technical  cooperation  between  the  two  countries  on  the  basis  of  mutual  benefit,  and  to 
identify  new  areas  for  such  cooperation; 

— to  provide  for  the  regular  exchange  of  views  and  information  on  the  development 
of  economic,  industrial  and  technical  cooperation  and  on  the  reciprocal  extension  of 
business  facilities;  and 

— to  consider  other  matters  related  to  implementation  of  this  Agreement. 

3.  The  Commission  may  establish  temporary  working  groups  in  various  areas  as 
necessary  for  purposes  related  to  this  Agreement. 

4.  The  Commission  may  facilitate  the  establishment  of  joint  consultative  groups 
consisting  of  representatives  of  firms,  companies,  and  economic  organizations  of  the 
two  countries  on  matters  of  particular  interest   related   to  this  Agreement. 

Article  VI 

The  provisions  of  this  Agreement  shall  not  be  construed  to  impair  the  rights  and 
obligations  of  the   Parties  arising   from   other  agreements   or   understandings. 
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Termination  of  this  Agreement  shall  not  affect  the  validity  of  contracts  or  under- 
standings, in  force  on  the  date  of  termination  of  the  Agreement,  between  nationals, 
firms,  companies,  and  economic  organizations  of  the  two  countries,  or  entered  into  by 
either  Party. 

Article  VII 

This  Agreement  shall  enter  into  force  on  the  date  on  which  both  Parties  have 
received  written  notice  of  its  approval  by  the  other  Party. 

This  Agrement  shall  remain  in  force  for  ten  years.  Thereafter  it  shall  be  automatically 
extended  for  successive  periods  of  one  year,  provided  that  either  Party  may  terminate 
it  at  the  end  of  the  initial  ten-year  period  or  of  any  successive  one-year  period  by 
giving  six  months'  written  notice  to  the  other  Party. 

IN  WITNESS  WHEREOF,  the  authorized  representatives  of  the  Parties  have  signed 
this  Agreement. 

DONE  at  Bucharest  on  November  25,  1976,  in  two  original  copies,  in  the  English 
and  Romanian  languages,  both  texts  being  equally  authentic. 

ELLIOTT  L.  RICHARDSON 

FOR  THE  GOVERNMENT  OF 
THE  UNITED  STATES  OF  AMERICA: 

ION  PATAN 

FOR  THE  GOVERNMENT  OF 
THE  SOCIALIST  REPUBLIC  OF  ROMANIA: 

Annex  I 

The  Parties  recognize  the  desirability  of  general  principles  for  the  development  and 
operation  of  cooperation  activities,  as  enumerated  in  Article  II  of  this  Agreement,  in 
which  nationals,  firms,  companies  and  economic  organizations  of  one  Party  may 
participate  in  the  territory  of  the  other.  Therefore,  the  Parties  recommend  the 
following  principles,  subject  to  laws  and  regulations  in  force  in  the  territory  of  the 
Party  where  such  cooperation  activities  take  place. 

1.  Such  nationals,  firms,  companies  and  economic  organizations  of  a  Party,  consistent 
with  applicable  laws,  regulations,  and  agreements  between  the  Parties,  should  have 
the  right: 

A.  To  be  free  to  transfer  abroad,  without  discriminatory  restrictions  and  fees,  and 
under  the  conditions  stipulated  between  the  participants,  net  proceeds,  and  the  value 
oi  capital  participation,  of  rights  resulting  from  distribution  of  assets  upon  dissolution, 
and  of  all  other  rights  to  which  they  are  entitled,  after  payment  of  fees,  taxes, 
contributions  to  social  insurance  and  satisfaction  of  other  legal  and  contractual 
obligations; 

B.  To  verify  compliance  with  all  contractual  obligations; 

C.  To  include  in  the  contracts  of  cooperation  measures  to  facilitate  hiring  and 
compensation  of  necessary  local  staff  for  implementation  of  obligations  resulting  from 
cooperation  projects,  in  accordance  with  laws  and  regulations  in  force  in  the  two 
countries; 

D.  To  purchase  installations,  equipment  and  materials  necessary  for  cooperation 
activities  from  domestic  or  foreign  sources  according  to  competitive  criteria ; 

E.  To  have  access  to  services  and  facilities  necessary  for  the  conduct  of  business 
which  is  no  less  favorable  than  that  accorded  to  firms,  companies  and  economic 
organizations  of  any  third  country; 

F.  To  contact  and  work  with  officials  and  appropriate  technical  personnel  of  firms, 
companies  and  economic  organizations  of  the  other  Party  engaged  in  cooperation 
activities,  including,  as  necessary,  suppliers  of  services,  supplies  and  components  for 
cooperation  activities,  and  users  of  goods  produced  through  such  cooperation  activities; 

66 


G.  To  enjoy  rights  and  facilities  no  less  than  those  accorded  to  representations 
under  the  provisions  of  Annex  2(1)  of  the  Agreement  on  Trade  Relations  of  April  2, 
1975,  between  the  two  Parties;  and 

E.  To  exercise  other  rights,  and  carry  out  obligations  agreed  upon  between 
participants  in  the  two  countries  in  their  contracts. 

2.  The  Parties  recommend  that  firms,  companies  and  economic  organizations  give 
consideration  to  the  use  of  conciliation  procedures  established  by  the  Joint  U.S.- 
Romanian Economic  Council.  The  Parties  further  recommend  the  adoption  of 
arbitration  under  the  rules  of  arbitration  of  the  International  Chamber  of  Commerce 
in  Paris  for  the  settlement  of  disputes  between  participants  in  cooperation  activities. 
Such  arbitration  should  take  place  in  a  country  other  than  the  United  States  of 
America  or  the  Socialist  Republic  of  Romania  that  is  a  party  to  the  Convention  for  the 
Recognition  and  Enforcement  of  Foreign  Arbitral  Awards  of  New  York  of  June  10, 
1958.  Participants  may  mutually  agree  on  any  other  form  or  place  for  the  settlement 
of  disputes. 

3.  The  Parties  agree  that  informal  government-to-government  consultations  regard- 
ing specific  proposals  for  major  cooperation  projects  between  firms,  companies  or 
economic  organizations  of  the  two  Parties,  or  major  investments  by  firms,  companies 
or  economic  organizations  of  one  Party  in  the  territory  of  the  other  Party,  would 
contribute  to  achievement  of  the  objectives  of  this  Agreement.  Such  consultations 
should  take  place  at  the  request  of  either  Party  prior  to  conclusion  of  arrangements 
for  such  activities. 

4.  The  Parties  also  recommend  the  following  general  principles  for  the  establishment 
and  operation  of  joint  companies  in  the  territory  of  one  Party,  involving  capital 
participation  by  firms,  companies  and  economic  organizations  of  the  other  Party. 
Such  joint  companies  should  have  the  right  to  hire  and  compensate  directly 
employees,  other  than  those  engaged  in  management,  in  conformity  with  applicable 
laws  and  regulations,  at  rates  similar  to  those  predominant  domestically  in  firms, 
companies  or  economic  organizations  engaged  in  similar  activities.  Firms,  companies 
and  economic  organizations  participating  in  such  joint  companies  should  have  the 
right,  subject  to  laws  and  regulations  in  force  in  the  territory  of  the  Party  where  the 
joint  company  is  established: 

A.  To  share  in  profits  in  proportion  to  capital  participation  in  the  joint  company; 

B.  To  share,  in  proportion  to  their  capital  participation,  in  assets  resulting  from 
termination  and  dissolution  of  the  joint  company; 

C.  To  transfer  for  value  all  or  part  of  the  rights  arising  from  capital  participation, 
as  provided  in  applicable  laws  and  regulations,  and  in  conformity  with  the  legal 
instruments  establishing  the  joint  company; 

D.  To  examine  and  verify,  upon  request,  the  status  of  the  company's  property 
and  books  of  account,  in  conformity  with  the  legal  instruments  establishing  the  joint 
company ; 

E.  To  participate  in  management  or  to  be  represented  in  management  in 
equitable  proportion  to  their  capital  participation  in  the  joint  company  in  accordance 
with  applicable  laws  and  regulations. 

F.  To  limit  their  liability  for  the  obligations  of  the  joint  company  to  the  value 
of  their  capital  participation; 

G.  To  enter  into  arrangements  for  management  of  the  joint  company  which  will 
assure  that  management  has  full  powers,  consistent  with  laws  and  regulations  in  force, 
to  direct  and  organize  production,  sales  and  other  activities  of  the  joint  company;  and 

H.  To  exercise  other  rights  and  to  carry  out  other  obligations  agreed  upon  by 
participants  in  the  joint  company,  in  conformity  with  the  legal  instruments  establish- 
ing the  joint  company. 

5.  The  Parties  recommend  that  disputes  between  one  Party  and  a  national,  firm, 
company  or  economic  organization  of  the  other  Party  which  arise  out  of  an  investment 
be  submitted  for  conciliation  or  arbitration  as  provided  by  the  Convention  on  the 
Settlement   of  Investment   Disputes    Between   States  and    Nationals    of   Other    States. 

Annex  II 

In  accordance  with  Article  II,  paragraph  8  of  this  Agreement,  the  following  sectors 
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have  been  identified  as  areas  of  particular  interest  for  the  development  of  economic, 
industrial  and  technical  cooperation  between  the  firms,  companies  and  economic 
organizations  of  the  two  countries: 

— machine  building  industry ; 

— electrical  and  electronic  industries; 

— aviation  industry; 

— chemical  and  petrochemical  industry; 

— petroleum  industry; 

— mining  industry; 

— construction  materials  industry; 

— light  industry; 

— food  industry; 

— telecommunications ; 

— computers  and  data  processing; 

— agriculture; 

— banking. 
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APPENDIX  G 


BIBLIOGRAPHY  OF  PERTINENT  ROMANIAN  LEGISLATION 

I.  Legislation  Regarding  Foreign  Trade  and  International  Economic  Cooperation 

1.  Law  No.  1  of  17  March,  1971  concerning  foreign  trade,  economic  cooperation, 
and  technical-scientific  activities  of  the  Socialist  Republic  of  Romania.  Official  Bulletin 
No.  33  of  17  March,  1971. 

2.  Decree  No.  424  of  2  November,  1972  for  the  establishment,  organization  and 
functioning  of  joint  companies  in  the  Socialist  Republic  of  Romania.  Official  Bulletin 
No.  121  of  4  November,  1972. 

3.  Decree  No.  425  of  2  November,  1972  concerning  the  imposition  of  taxes  on  the 
profit  of  joint  companies  in  the  Socialist  Republic  of  Romania.  Official  Bulletin  No. 
121  of  4  November,  1972. 

4.  Decree  No.  622  of  1969,  concerning  the  organization  and  functions  of  the  Ministry 
of  Foreign  Trade  and  International  Economic  Cooperation.  Official  Bulletin  No.  107  of 
8  October,  1969.  (later  modified  by  Decree  No.  2  of  1975,  Official  Bulletin  No.  11  of 
17  January,  1975) . 

5.  Decision  No.  2306  of  1969,  for  the  organization  of  the  Institute  for  the  Study 
of  International  Economic  Marketing.  Official  Bulletin  No.   151  of  25  December,   1969. 

6.  Decision  No.  131  of  1971  concerning  authorization  for  establishing  the  Romanian 
Marketing  Association.  Official  Bulletin  No.  21  of  16  February,  1971. 

7.  Decision  No.  981  of  1971,  for  approval  of  the  statutes  of  the  Romanian 
Consulting  Institute  "ROMCONSULT".  Official  Bulletin  No.  97  of  10  August,  1971. 

8.  Decree  No.  687  of  1973,  regulating  the  participation  of  Romanian  Foreign  Trading 
Organizations  in  auctions  abroad.  Official  Bulletin  No.  208  of  29  December,  1973. 

9.  Decree  No.  276  of  1973,  for  the  taxation  on  revenue  realized  in  Romania  by 
non-resident  physical  and  juridical  persons.   Official   Bulletin  No.   70  of   16  May,   1973. 

10.  Decree  No.  61  of  1974,  (which  became  Law  No.  30  of  1974)  granting  authority 
to  the  National  Bank  and  the  Romanian  Bank  of  Foreign  Trade  to  pay  interest  on 
foreign  exchange  deposits.  Official  Bulletin  No.  25  of  1  March,  1974. 

11.  Decree  No.  184  of  1974,  concerning  the  exchange  rate  to  be  applied  to  the 
buying  and  selling  of  foreign  exchange  for  non-commercial  transactions.  Official  Bulletin 
No.  120  of  2  October,  1974. 

12.  Decision  No.  1771  of  1974,  concerning  certain  provisions  for  the  improvement  of 
foreign  trading  activities  (defines  the  objectives  of  Romanian  Foreign  Trading  Organi- 
zations*. Official  Bulletin  No.  13  of  20  January,  1975. 

II.  Legislation  Regarding  Industrial  Property  Rights 

1.  Law  No.  62  of  30  October,  1974,  concerning  inventions  and  innovations.  Official 
Bulletin  No.  137  of  2  November,  1974. 

2.  Law  No.  28  of  28  December,  1967,  concerning  trademarks  and  brands.  Official 
Bulletin  No.  114  of  29  December,  1967. 

3.  Decision  No.  77  of  1968,  for  the  application  of  Law  No.  28  of  1967,  concerning 
trademarks  and  brands.  Official  Bulletin  No.  8  of  27  January,  1968. 

4.  Decision  No.  1057  of  1968,  for  the  approval  of  regulations  concerning  the 
organization  and  functioning  of  the  Commission  for  the  Settlement  of  Litigations 
Regarding  Trademarks  and  Brands  under  the  jurisdiction  of  the  State  Office  for 
Inventions  and  Trade  Marks.  Official  Bulletin  No.  6  of  17  March,  1968. 

5.  Decree  No.  427  of  1963  concerning  the  adhesion  of  Romania  to  the  1883  Paris 
Convention  of  the  International  Union  for  the  Protection  of  Industrial  Property, 
revised  at  the  Hague  in  1925,  at  London  in  1934  and  at  Lisbon  in  1958  and  concerning 
the  adherence  to  the  Madrid  Arrangement  of  1891  for  the  International  Registration 
of  Trademarks,  as  revised  at  the  Hague  in  1925,  at  London  in  1934  and  at  Nice  in 
1957.  Official  Bulletin  No.  19  of  19  October,  1963.  (later  modified  by  Decree  No.  1177 
of  28  December,  1968;  Official  Bulletin  No.  1  of  6  January,  1969). 
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III.  Legislation  Regarding  Foreign  Commercial  Representation  in  Romania 

1.  Decree  No.  15  of  25  January,  1971  concerning  the  establishment  and  functioning 
in  Romania  of  representations  of  foreign  commercial  firms  and  economic  organizations. 
Official  Buletin  No.  10  of  27  January,  1971. 

IV.  Legislation     Regarding    Economic    and    Financial    Planning    including    Economic 
Contracts 

1.  Law  No.  8  of  22  November,  1972,  concerning  the  economic-social  planned  develop- 
ment of  Romania.  Official  Bulletin  No.  135  of  25  November,  1972. 

2.  Law  No.  72  of  29  December,  1969,  concerning  the  organization,  planning  and 
execution  of  investments.  Official  Bulletin  No.  154  of  29  December,  1969. 

3.  Law  No.  71  of  29  December,  1969,  regarding  economic  contracts.  Official  Bulletin 
No.  120  of  6  August,  1973. 

4.  Law  No.  9  of  1972,  concerning  finance.  Official  Bulletin  No.  136  of  26  November, 
1972  (later  modified  by  Law  No.  65  of  1974,  Official  Bulletin  No.  160  of  23  December, 
1974;  and  Decree  No.  234  of  1974,  Official  Bulletin  No.  166  of  26  December,  1974). 

5.  Decree  No.  94  of  1975,  concerning  preparation  of  the  national  plan  for  economic- 
social  development  and  the  state  budget  of  Romania  for  the  year  1976.  Official  Bulletin 
No.  81  of  25  July,  1975. 

6.  Decree  No.  679  of  1973  (which  became  Law  No.  14  of  1974),  regarding  the  elab- 
oration of  the  national  plan  and  the  state  budget  for  1975,  and  of  the  establishing 
groundwork  of  guidelines  concerning  the  economic-social  development  of  Romania  dur- 
ing 1976-1980.  Official  Bulletin  No.  206  of  28  December,  1973. 

V.  Legislation  Regarding  Ministries,  Industrial  Centrals  and  Other  Economic  Organiza- 
tions 

1.  Decree  No.  275  of  1973,  Decree  No.  542  of  1969,  and  Decree  No.  89  of  1971  con- 
cerning the  organization  and  functions  of  the  National  Council  for  Science  and  Tech- 
nology and  subordinate  to  it — the  State  Office  for  Inventions  and  Trade  Marks. 

2.  Decree  No.  623  of  21  November  1973,  concerning  the  organization  of  the  Romanian 
Chamber  of  Commerce  and  Industry.  Official  Bulletin  No.  184  of  22  November,  1973. 

3.  Law  No.  16  of  1968,  concerning  the  estabishment,  organization  and  functions  of 
the  Romanian  Bank  of  Foreign  Trade.  Official  Bulletin  No.  80  of  22  June,  1968  (later 
modified  by  Decree  No.  17  of  1971,  Official  Bulletin  No.  10  of  27  January,  1971;  Decree 
No.  76  of  1973,  Official  Bulletin  No.  22  of  4  March  1973;  Decree  No.  134  of  1973,  Offi- 
cial Bulletin  No.  40  of  28  March  1973;  Decree  No.  264  of  1973,  Official  Bulletin  No.  63 
of  8  May,  1973;  Decree  No.  61  of  1974,  Official  Bulletin  No.  25  of  1  March,  1974;  and 
Decree  No.  5  of  1975,  Official  Bulletin  No.  6  of  11  January,  1975). 

4.  Decision  No.  1485  of  1968,  for  approval  of  the  statutes  and  structure  of  the 
Romanian  Bank  of  Foreign  Trade.  Official  Bulletin  No.  92  of  11  July,  1968  (later  modi- 
fied by  Decision  No.  859  of  1970,  Official  Bulletin  No.  71  of  27  June,  1970;  and  Law 
No.  57  of  1974,  Official  Bulletin  No.  133-134  of  1  November,  1974). 

5.  Decree  No.  784  of  1969,  concerning  the  organization  and  functions  of  the  Ministry 
of  Finance  (as  modified  by  Decree  No.  54  of  1974,  Official  Bulletin  No.  25  of  1  March, 
1974). 

6.  Decree  No.  124  of  1970  (which  became  Law  No.  21  of  1970),  concerning  the  or- 
ganization and  functions  of  the  National  Bank  of  Romania.  Official  Bulletin  No.  23  of 
18  March,  1970  (later  modified  by  Decree  No.  76  of  1973,  Official  Bulletin  No.  22  of 
4  March  1973;  and  Decree  No.  131  of  1973,  Official  Bulletin  No.  40  of  28  March,  1973). 

7.  Decree  No.  504  of  1974,  concerning  approval  of  the  statutes  of  the  National  Bank 
of  Romania  (later  modified  by  Decree  No.  61  of  1974,  Official  Bulletin  No.  25  of 
1  March,  1976). 

8.  Law  No.  11  of  21  October,  1971,  concerning  tin1  organization  and  leadership  of 
state  socialist  units.  Official  Bulletin  No.  130  of  21  October,  1971. 

9.  Decision  No.  586  of  24  March  1969,  for  the  approval  of  industrial  centrals.  Offi- 
cial Bulletin  No.  47  of  2  April,  1969  (later  reorganized  by  Decision  No.  367  of  9  April, 
1973,  Official  Bulletin  No.  123,  17  August,  1973). 

10.  Decree  No.  162  of  22  March,  1973  concerning  the  establishment  of  uniform  struc- 
tures for  economic  units.  Official  Bulletin  No.  65  of  11  May,  1973. 
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VI.  Criminal  Legislation 

1.  Penal  Code  of  the  Socialist  Republic  of  Romania  of  1968.  Official  Bulletin  55-56 
of  24  April,  1973  (republication)  : 

Art.  299 — regarding  imitation  and  forgery  of  inventions 

Art.  200 — regarding  the  placing  in  circulation  of  imitated  or  forged  inventions 

Art.  301 — regarding  dishonest  competition  with  inventions. 

VII.  Legislation  Regarding  Arbitration 

1.  Decree  No.  186  of  1961,  concerning  the  adhesion  of  the  Socialist  Republic  of 
Romania  to  the  Convention  for  the  Recognition  and  Fulfillment  of  Foreign  Arbitration 
Sentences,  adopted  in  New  York  on  10  June,  1958.  Official  Bulletin  No.  19  of  24  July, 
1961. 

2.  Decree  No.  281  of  1963,  for  the  ratification  of  the  European  Convention  for  Inter- 
national Commercial  Arbitration,  concluded  in  Geneva  on  21  April,  1961.  Official  Bulle- 
tin No.  12  of  25  June,  1963. 

3.  Decree  No.  81  of  1971,  for  the  adhesion  of  the  Socialist  Republic  of  Romania  to 
the  Convention  for  Civil  Procedures,  concluded  at  the  Hague  on  1  March,  1954.  Official 
Bulletin  No.  176  of  9  November,  1973. 

4.  Decree  No.  62  of  1975,  concerning  the  ratification  of  the  Convention  for  the  Regu- 
lation of  Issues  between  States  and  Foreign  Persons  Pertaining  to  Investments.  Con- 
cluded in  Washington  on  18  March,  1965.  Official  Bulletin  No.  56  of  1975. 


APPENDIX  H 


FRAME  AGREEMENT* 

For  the  formation  of  a  production  and  marketing  joint  venture — Listing  of 

various  points 

INTRODUCTION:  DECLARATION  OF  INTENTIONS 

Ch.  1 — Basic  data 

1 — Aim  of  the  cooperation — Objective  of  the  joint  venture 

2 — The  joint  venture's  partners 

3 — The  legal  format  of  the  company,  the  duration  of  operation 

4 — The  joint  venture's  area  of  activity 

5 — The  description  of  the  goods  to  be  manufactured 

6 — The  technology,  documentation,  licenses,  quality  guarantees,  technical  assistance 

7 — The  built-in  capacity  of  production  and  the  dynamics  of  the  annual  production 

8 — The  supply  of  raw  materials,  semi-finished  goods,  parts,  etc. 

9 — Location,  availability  of  utilities,  pollution  control,  tie  to  transportation  routes 
10 — Investments  of  the  joint  venture  (possible  use  of  certain  existing  buildings  and  struc- 
tures) 
11 — Installation  costs,  preliminary  costs — Needs  for  fixed  assets  and  working  capital 

Ch.  2 — Destination  of  the  production 

1 — Distribution  markets,  present  and  projected — Subdivision  of  markets 
2 — Price  of  goods,  present  and  projected 

3 — Agreements  on  marketing  assistance,  advertising,  means  for  avoiding  competition, 
after-sale  servicing  assurance,  etc. 

Ch.  3 — Planning  of  the  steps 

1 — Establishment  of  the  joint  venture 

2 — Investment  achievement  and  implementation  (in  stages,  if  necessary) 

3 — Attainment  of  the  capacity  and  that  of  the  project  parameters 

4 — Subsequent  expansions 

Ch.  4 — Duration  of  the  exploitation — Amortization 

1 — Amortization  periods  agreed  upon 
2 — Method  of  amortization 

Ch.  5 — Levy  of  taxes  and  duties 

1 — Customs  taxes,  present  and  projected 

2 — Duties  on  investment  and  on  production 

3 — Insurance 

4 — Facilitations,  rebates,  exemptions  (for  export  of  goods) 

Ch.  6 — Requirement  for  capital — Financing 

1 — Determination  of  the  necessary  fixed  assets — Composition 

2 — Determination  of  the  necessary  working  capital 

3 — Spreading  of  the  capital  requirements  over  the  years  (correlated  with  the  investment 

achievement  and  the  production  development) 
4 — Financing  plan — Value  of  capital,  assets 

Ch.  7 — Own  capitalization  (Social  capital) 

1 — Proportion  and  value  of  the  partners'  participation 

2 — Structure  of  the  subscribed  capital  (asset  contribution,  proprietary  industrial  rights, 
cash) 


*  Cristea,    G.,    "Preliminary    Undertakings    for    the    Establishment    of    Joint    Ventures    for^  Production    and 
Marketing,"  Informatii  de  Comert  Exterior,  No.  6,  Bucharest   1974. 
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3 — Initial  deposit  (at  the  venture's  registration) 

4 — Installments  scheduling 

5 — Guarantees  on  the  deposit  of  capital 

Ch.  8 — The  procurement  of  the  loaned  capital 

1 — Applied  credits — conditions  of  credit,  terms,  interests 

2 — Obligations  of  the  partners  for  the  procurement  of  credit 

3 — Guarantees  demanded — the  method  of  their  granting  by  the  company 

4 — Scheduling  of  the  needed  credits  and  repayments  (inclusive  of  interest) 

Ch.  9 — The  company's  personnel 

1 — Management 

2 — Labor 

3 — Research  and  development  personnel 

4 — Administration  personnel 

5 — Marketing  personnel 

6 — Salary  tariffs 

7 — Training  of  the  Romanian  personnel 

Ch.  10 — Economic  calculations — Viability* 

1 — Operation  of  the  company — Agreed  currency 

2 — Structure  of  cost  pricing 

3 — Distribution  of  the  general  expenditures 

4 — Establishment  of  funds  and  provisions 

5 — Structure  of  the  price  of  sale  to  the  factory 

6 — Structure  of  the  price  of  sale  to  the  consumer  (transportation,  taxes,  rebates,  mar- 
ket penetration  costs,  etc.) 

7 — Calculation  of  the  general  utilization 

8 — Method  of  calculation  of  the  returns,  related  to  the  capital,  related  to  the  volume  of 
business 

9 — Viability,  method  of  calculation — Minimum  acceptable  viability,  recovery  of  capital 
from  profits 

Ch.  11 — Guarantees  granted  to  foreign  investors — Regulations 

1 — Reference  to  existing  agreements 

2 — Necessity  to  conclude  certain  agreements 

— for  political  risks 

— for  avoiding  double  taxation 

Ch.  12 — Relations  with  other  companies 

1 — With  Romanian  subcontractors 

2 — With  subcontractors  of  the  foreign  partner 

3 — With  other  subcontractors 

Ch.  13 — Implementation  of  the  preliminary  operations 

1 — Establishment  of  working  groups  and  their  responsibilities 

2 — Nomination  of  the  coordinating  group  (directors  of  the  project) 

3 — -Indication  of  the  consultants  to  be  used  (individuals,  institutions) 

Ch.  14 — Documentation  to  be  prepared — By  whom — Responsibilities 

1 — Market  studies 

2 — Technical  studies 

3 — Techno-economic  studies — valuation  of  investments 

4 — Accounting — viability,   statement  of  general   utilization,   balance   sheet   and   income 

statement,  indices  of  viability,  etc. 
5 — Financing  plan 

6 — Various  understandings,  agreements,  etc. 
7 — Formulation  of  the  association  contract 
8 — Formulation  of  the  company's  statutes 


*  By  Romanian  definition,  viability  is  equal  to  the  ratio  of  benefits  to  production  costs,  including 
depreciation    and    overhead    costs.    Benefits    ore    defined    as   pretax    profits. 
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9 — Elaboration  of  the  basic  memorandum  for  the  establishment  of  the  company 
10 — Other  documents 

Ch.  15 — Work  plan  preceding  the  establishment  of  the  company 

1 — Detailed  plan  of  projections  for  each  assignment — coordination  among  various  as- 
signments 
2 — Elaboration  of  a  critical  path  diagram   (possible  programming  on  computer) 

Ch.  16 — Miscellaneous 

Ch.  17 — Period  of  validity  of  the  frame  agreement 

1 — Announcements  and  necessary  approvals  for  the  signing  of  the  contract  and  its  im- 
plementation 

2 — Period  of  validity,  extension,  conditions 

3 — Termination  of  validity  of  the  frame  agreement  (due  to  the  signing  of  documents 
for  the  establishment  of  the  company,  by  agreement  of  the  parties,  by  other  condi- 
tions) 

4 — Solution  of  any  problems  that  may  arise  during  the  implementation  of  the  agreement 

ANNEX  1 

Description  of  issues  dealt  with  by  the  following  working  groups: 
— Coordinating  working  group 
— Working  group  for  technical  matters 

— Working  group  for  the  projection-evaluation  of  the  investments 
— Working  group  for  marketing 
— Working  group  for  economic  and  viability  aspects 
— Working  group  on  financial  and  bank  related  matters 
— Working  group  on  legal  matters 
— Other  working  groups  of  specialists,  as  needed 

ANNEX  2  (if  needed) 
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APPENDIX  I 


JOINT  COMPANY  CONTRACT 
OF  ASSOCIATION* 

Between 

The  industrial  central  (works trust group  of  enterprises for- 
eign trade  company )   with  headoffice  in street No. legally 

represented  by as and as  authorized  by henceforth  named 

the  Romanian  party  (parties)  on  one  side, 

and 

The   firm    (company)     (legal    form    ),   with    the    headoffice    in    

street No. legally  represented   by as and  by as 

as  authorized  by henceforth  named  the  foreign  party    (parties)    on  the 

other  side, 

Agree  hereby  to  set  up  an  (industrial,  agricultural,  constructions,  transports,  scientific 
and  technological  research)  joint  company,  under  the  following  conditions: 

ARTICLE  1 — Name,  headoffice,  nationality,  and  duration  of  the  joint  company 

The  name  of  the  joint  company  is The  headoffice  of  the  joint   company  is 

in 

The  joint  company  has  Romanian  nationality.  It  is  set  up,  organized  and  is  function- 
ing under  the  provisions  of  Romanian  legislation. 

The  duration  of  the  life  of  the  joint  company  is years  from  the  registration 

date  of  the  joint  company  at  the  Finance  Ministry;  it  may  be  extended  according  to 
the  unanimous  decision  of  the  General  Assembly. 

ARTICLE  2 — Legal  form  of  the  joint  company 

The  joint  company   (name)    is  a  limited  liability  company    (or  alternatively  a 

joint  stock  company) 

ARTICLE  3 — Object  of  activity  of  the  joint  company 

The  joint  company  shall  have  the  following  objectives: 

(a)  the  establishment    (expansion,  modernization)    of  a   plant  for  the   production   of 
with  a  capacity  of 

(b)  production  of (name  of  product  and  main  characteristics) 

(c)  marketing  of  these  products 

(d)  carrying  out  of  projects  concerning 

(e)  carrying  out  of  services  in  the  field  of 

ARTICLE  4 — Financing  of  an  investment 

The  investment  is  estimated  at  a  total  value  of from  which shall  be 

financed  by  registered  capital  and by  supplier's  credits  obtained   by  the  joint 

company  from  Romania  and  from  abroad. 

ARTICLE  5 — Implementation  of  the  investment 

The  investment  shall  be  implemented  in  the  following  stages: 

— the  construction  shall  be  carried  out  between  the  dates  of and 

— the  technical  documentation  shall  be  delivered   between  the  dates  of and 


— the  equipment,  machines  and  tools  shall  be  delivered  between  the  dates  of 
and 


*  Unofficial   translation    from    Romanian    text   provided    by    the    Romanian    Ministry    of   Foreign    Trade. 
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— construction  and  technological  tests  shall  be  carried  out  in  the  period ; 

— start  up  of  the  unit  (plant)  shall  be  carried  out  in  the  period 

(If  the  contribution  to  the  registered  capital  is  made  in  cash  only,  the  joint  company 
shall  conclude  contracts — under  competitive  conditions — for  purchasing  equipment,  ma- 
chines, and  other  assets) 

ARTICLE  6 — Technical  level  and  product  competitiveness 

In  order  to  maintain  qualitative  technical  levels  of  production  corresponding  to  re- 
quirements of  domestic  and  foreign  markets,  the  joint  company  shall: 

— carry  out  research  work  within  its  specialized  department; 

— avail  itself  of  research  results  obtained  by  the  individual  research  departments  of 
the  parties,  under  conditions  agreed  upon  mutually; 

— make  available  to  the  parties  or  to  third  parties  results  of  its  own  research  pro- 
gram, under  conditions  to  be  agreed  upon; 

— make  a  thorough  analysis  of  the  domestic  and  foreign  market  trends  regarding  sup- 
ply and  demand,  product  quality  and  appearance,  etc.,  and  implement  necessary 
programs. 

ARTICLE  7 — Registered  capital 

The  registered  capital  is  fixed  at  the  sum  of (in  the  agreed  currency)  repre- 
sented by registered  shares  (nominative  stocks)  each  having  the  value  of 

The  Romanian  party  (parties)  has registered  shares  marked  A  ( shares 

numbered  from to )    in  value  of representing percent  of 

the  registered  capital. 

The  foreign  party    (parties)    has registered  shares  marked  B    ( shares 

numbered  from to )  in  value  of representing percent  of  the 

registered  capital. 

The  registered  capital  has  been  entirely  subscribed;  out  of  it percent  shall  be 

paid  up  by  each  partner  from  its  participation  quota  by  the  registration  date  of  the 
present  contract  and  the  rest  shall  be  paid  as  follows 

ARTICLE  8 — Setting  up  of  the  capital  of  the  joint  company 

The  parties  contribute  to  the  capital  of  the  joint  company  .as  follows: 

The  Romanian  party  (parties)  : 

(The  industrial  central enterprise ,  etc.) 

(a)  financial  contribution  in  the  amount  of which  shall  be  deposited  on  ac- 
count with  the  Romanian  Bank  of  Foreign  Trade  under  the  name  and  at  the 
disposal  of  the  joint  company; 

(b)  complete  plants,  machines,  equipment,  tools,  testing  equipment,  spare  parts,  ma- 
terials, etc.,  in  value  of which  include  all  and  any  associated  expenses  up 

to  the  time  they  are  taken  in  receipt  by  the  joint   company.   Appendix 

specifies  the  structure  and  delivery  terms; 

(c)  constructions   in   value   of ,   free   of   any   commitments.    Appendix    

specifies  the  characteristics  of  the  terms  under  which   they  are  made  available 
to  the  joint  company; 

(d)  licenses,  know-how,  in  value  of ,  free  of  any  commitments.  Appendix 

provides  the  conditions  under  which  they  are  made  available  to  the  joint  com- 
pany; 

(e)  trade  marks  having  a  value  of as  described  in  Appendix ; 

(f)  the  equivalent  of  the  right  to  use  land  having  a  surface  area  of hectares 

during    the   time    the    joint    company    is    in    operation    as    per   Appendix    

having  a  value  of ;* 

(g)  other  forms  of  contribution. 
The  foreign  party  (parties)  : 

—  (The  Company ,  enterprise ,  etc.) 


*  If    this    right    isn't    included    in    the    contribution    of    the    Romanian    party,    the    joint    company    shall   pay 
to  the  State  rent  for  the  property. 
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(The  contribution  is  specified  in  conformity  with  the  list  outlined  above  for  the 
Romanian  party,  except  the  items  "c"  and  "f".) 

The  parties  agree  that  the  contributions  to  the  registered  capital  be  expressed  in 
(the  currency  stipulated). 

The  parties  state  on  their  own  liability  that  they  hold  all  the  necessary  legal  notifica- 
tions and  approvals  from  the  competent  authorities  in  their  countries  of  origin  concern- 
ing the  contribution  of  each  party  to  the  registered  capital. 

The  contribution  in  kind  of  the  parties  has  been  estimated  on  the  basis  of  foreign 
market  prices,  considering  the  technical  economic  characteristic  as  well  as  the  state  of 
the  respective  goods  as  certified  in  the  report  of  the  experts  (Appendix )  ap- 
pointed for  this  purpose  by  the  parties  and  approved  by  the  General  Assembly. 

The  goods  contributed  to  the  registered  capital  shall  be  taken  in  receipt  and  regis- 
tered by  the  joint  company  according  to  their  intended  aims. 

The  taking  in  receipt  of  the  goods  will  be  made  by  specialists  appointed  by  the  joint 
company. 

In  the  event  that  a  good  is  not  accepted  for  receipt,  it  is  kept  at  the  disposal  of  the 
party  which  contributed  it  until  it  is  upgraded,  at  the  owner's  exclusive  expense,  to  the 
required  quality  parameters. 

The  goods  contributed  at  the  formation  of  the  company  as  well  as  those  obtained 
subsequently,  become  part  of  the  joint  company. 

ARTICLE  9 — Transfer  of  shares 

Transfer  of  registered  stock  or  shares  can  occur  only  on  the  basis  of  a  decision  by 
the  General  Assembly  under  the  condition  stipulated  in  the  statute. 

ARTICLE  10 — The  parties'  (shareholders')  rights  and  obligations 

The  parties  (shareholders)  derive  their  rights  and  obligations  from  the  proportion  of 
registered  stock  (shares)  subcribed,  according  to  the  legal  provisions  of  this  contract 
and  the  statute.  (The  parties  can  stipulate  in  the  contract  specific  clauses  regarding 
their  obligations,  e.g.  responsibility  for  design,  engineering  construction,  outfitting  of 
plants,  provision  of  spares,  real  estate,  training,  etc.) 

The  parties  cannot  transfer  and  entrust  to  third  parties  their  rights  or  obligations 
resulting  from  this  contract,  except  by  previous  written  agreement  of  the  other  party 
(parties) . 

ARTICLE  11— Working  capital 

At    the    start-up    of   the    company's    plant,    the    company    will    have    working    capital 

amounting  to which  will  be  financed  through  the  registered  capital  and  credits 

provided  by  Romanian  Bank  of  Foreign  Trade  under  current  market  conditions. 

ARTICLE  12 — The  supply  of  raw  materials  and  other  materials;  marketing 

of  products  and  services 

Supply  to  the  joint  company  of  raw  materials  and  other  materials  and  goods  will 
be  done  under  competitive  conditions. 

Supplying  may  be  done  domestically  with  payment  in  the  agreed  currency,  or  from 
abroad. 

The  joint  company  will  sell  its  products  (services,  and  any  such  functions  that  it 
may  perform  as  part  of  the  company's  objectives)  as  follows: 

(a)  on  the  domestic  market  under  sale  contracts  and  other  specific  contracts,  at  the 
prices  and  currency  which  will  be  agreed  by  the  joint  company  together  with  its 
clients; 

(b)  on  export  markets  through: 

— the  joint  company's  own  marketing  network; 

— Romanian  organizations  (enterprises)  ; 

— the  foreign  party's  marketing  network. 
The   parties   undertake   to   support   the   marketing   efforts   of   the   company   in   export 
markets   (e.g.  by  establishing  marketing  territories,  agreeing  on  competition  avoidance, 
support  services,  commercial  advertisements  etc.). 


ARTICLE  13 — The  joint  company's  accounts 

i 

The  joint  company  will  open  accounts  at  the  following  banks  in  the  Socialist  Repub- 
lic of  Romania,  through  which  it  will  carry  out  commercial  banking  operations 

All  payments  in  convertible  currency  of  the  joint  company  will  be  made  from  its  con- 
vertible currency  funds. 

The  persons  which  will  sign  in  the  name  of  the  joint  company  the  documents  for 
banking  operations,  will  be  appointed  by  the  Managing  Committee  (Administrative 
Council). 

ARTICLE  14 — Depreciation  of  fixed  assets 

The  terms  and  quotas  for  funds  derived  by  a  joint  venture  from  the  yearly  deprecia- 
tion of  its  fixed  assets*,  will  be  established  by  the  statute  and  will  conform  to 
Romanian  legislation  in  force. 

ARTICLE  15 — Capital  repairs 

The  joint  company  shall  ensure  the  capital  repairs  of  the  fixed  assets  in  order  to  keep 
them  in  operation  during  the  established  period. 

The  carrying  out  of  capital  repairs  shall  be  decided  by  the  General  Assembly  in 
conformity  to  the  conditions  provided  under  the  statute. 

ARTICLE  16 — Drawing  up  of  the  balance  sheet  and  of  the  income  statement 

The  balance  sheet  and  the  income  statement  as  well  as  the  record  of  financial-eco- 
nomic activity  of  the  joint  company  shall  be  kept,  in  (the  agreed  currency),  according 
to  the  provisions  of  the  statute. 

ARTICLE  17 — Management  and  administration  of  the  joint  company 

The  operational  policies  of  the  joint  company  are  prescribed  by  the  General  Assem- 
bly of  Shareholders  which  shall  be  empowered  by  and  shall  operate  according  to  the 
provisions  of  the  statute. 

The  General  Assembly  appoints  the  executive  body  of  collective  management  (the 
Managing  Committee  for  the  limited  liability  company  or  the  Administrative  Council 
for  the  stock  company,  respectively)  whose  competencies  and  responsibilities  it  estab- 
lishes. 

At  the  setting  up  of  the  joint  company  the  Managing  Committee  (the  Administrative 
Council)  is  made  up  of 

The  Workers'  Council  shall  appoint — according  to  the  statute — its  representatives  to 
the  Managing  Committee  (Administrative  Council)  of  the  joint  company  as  part  of 
the  established  number  of  Romanian  representatives. 

ARTICLE  18 — Activity  program  of  the  joint  company 

The  joint  company  shall  develop  its  activity  according  to  five-year  and  one-year  pro- 
grams in  conformity  with  the  objectives  set  by  the  statute. 

The  joint  company  shall  communicate  yearly,  in  timely  fashion  (to  the  ministry 
which  oversees  the  Romanian  party)  the  main  economic-financial  aims  provided  under 
the  activity  program,  in  order  to  include  them  in  the  plan  of  economic-social  develop- 
ment of  the  Socialist  Republic  of  Romania. 

ARTICLE  19 — New  investments 

The  joint  company  may  undertake  new  investments  with  the  approval  of  the  General 
Assembly,  according  to  the  articles  in  the  statute. 

The  joint  company  must  secure  the  necessary  approvals  for  the  investment. 


*  Funds    derived    by    joint    companies    from    inclusion    in    product    prices    of    the     depreciation    component 
are  fully  retained  by  the  company  to  finance  new  investment  and/or  capital  repairs. 
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ARTICLE  20— Insurance 

The  joint  company  shall  insure  its  goods  against  risk  of  fire,  flood,  storms,  etc. 
Assets  shall  be  insured  according  to  their  value.  The  insurance   premiums   shall  be 
paid  by  the  joint  company. 

Insurance  shall  be  underwritten  by  Romanian  insurance  organizations. 

ARTICLE  21— Control  of  the  joint  company's  financial  operations 

The  joint  company's  financial  operations  shall  be  controlled  by  the  parties  (share- 
holders) and  by  the  auditing  commission. 

The  auditing  commission  is  appointed  and  its  activities  are  regulated  by  the  provi- 
sions of  the  statute. 

At  the  formation  of  the  joint  company,  the  auditing  commission  is  composed  of: 

(1-2  auditors  will  be  named  by  the  Ministry  of  Finance.) 

ARTICLE  22— The  personnel  of  the  joint  company 

(a)  The    organizational   structure   of   the    joint    company   is    stipulated   in    Appendix 

It  can  be  modified  on  the  basis  of  the  decision  of  the  General  Assembly 

according  to  the  statute. 
Responsibility  for  the  hiring  of  personnel  by  the  joint  company  lies  with  the  Manag- 
ing Committee   (Administrative  Council)    or  its  representatives,  on  the  basis  of  individ- 
ual labor  contracts,  through  which  the  rights  and  obligations  of  the  personnel  in  re- 
gards to  the  joint  company  are  established. 

(a)  The  Romanian  personnel  of  the  joint  company  has  the  same  rights  and  obliga- 
tions stipulated  by  legislation  in  force  for  personnel  of  state  enterprises.  The 
rights  and  obligations  of  the  foreign  personnel  are  established  by  the  Managing 
Committee  (Administrative  Council). 

(b)  Salaries  for  the  joint  company's  personnel  are  established  in  convertible  cur- 
rency  according    to    their   qualifications,   categories    and   functions,   according   to 

Appendix   The  General  Assembly  examines  and  establishes  periodically 

modifications  of  the  salaries  according  to  Romanian  legislation. 

(c)  The  foreign  personnel  of  the  joint  company  can  transfer  abroad,  through  the 
Romanian  Bank  of  Foreign  Trade,  a  portion  of  its  salaries  according  to  a  quota 
approved  by  the  Managing  Committee  (Administrative  Council). 

(d)  The  contribution  to  social  insurance  owed  by  the  company  for  its  personnel,  will 
be  paid  in  convertible  currency,  in  the  amount  established  by  the  legal  provi- 
sions in  force. 

ARTICLE  23 — Expenses  for  setting  up  the  joint  company 

The  expenses  incurred  by  the  parties  as  a  result  of  establishing  the  joint  company 
shall  be  recovered  from  the  first  profit  registered  by  the  joint  company  or  shall  be  borne 
by  each  party.  They  will  not  be  included  as  a  contribution  to  the  registered  capital. 

ARTICLE  24— Guarantees 

The  parties  agree  to  provide  guarantees  concerning  the  fulfillment  of  the  obligations 
assumed  through  the  present  contract,  as  follows: 

(a)  The  Romanian  party  (parties)  provides  the  following  guarantees: 

— the  guarantee  of  the  Romanian  Bank  of  Foreign  Trade  for  the  fulfillment  of 
the  obligations  of  the  Romanian  party  (parties),  according  to  Articles  4  and 
5  of  the  present  contract. 
— the  guarantee  by  the  Romanian  Bank  of  Foreign  Trade  concerning  the  trans- 
fer abroad  of  the  foreign  party's  (parties')  profits;  the  value  of  the  shares 
quotas  transferred  to  the  Romanian  party;  the  dues  resulting  from  the  distri- 
bution of  assets  following  dissolution  and  liquidation  of  the  company  and 
other  rights  due  the  foreign  party  (parties)  as  a  result  of  conditions  stipulated 
by  the  present  contract  and  the  statute  of  the  joint  company,  after  the  pay- 
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ment  of  the  taxes  and  contributions  to  social  insurance  and  fulfillment  of  other 
legal  and  contractual  obligations.  » 

(b)  The  foreign  party  (parties)   provides  the  following  guarantee: 

— the  guarantee  of  a  bank  approved  by  the  Romanian  Bank  of  Foreign  Trade 
for  the  observance  of  its  obligations,  according  to  Articles  4  and  5  of  the 
present  contract. 

ARTICLE  25— Force  Majeure 

The  parties  are  exonerated  of  obligations  under  the  present  contract,  in  case  of  force 
majeure. 

By  force  majeure  cases  are  meant  unforeseen  and  unavoidable  cases,  like:  wars, 
floods,  earthquakes,  fires,  catastrophes  and  other  similar  cases  independent  of  the  will 
of  the  parties. 

The  party  (parties)  who  find  it  impossible  to  fulfill  their  contractual  obligations  due 
to  the  appearance  of  force  majeure  events,  will  inform  without  delay,  in  writing,  the 
other  party  (parties)  about  these  occurrences  in  fulfillment  of  his  contractual  obliga- 
tions. This  communication  has  to  include  data  concerning  the  appearance  and  the 
character  of  the  occurrences  and  of  their  possible  consequences.  The  affected  party 
also  has  the  obligation  to  inform  in  writing,  without  delay,  the  end  of  these  occurrences. 

In  cases  of  force  majeure,  the  term  of  fulfillment  of  contractual  obligations  by  the 
affected  party,  is  prolonged  by  the  duration  of  these  circumstances  and  their  conse- 
quences. 

Should  these  circumstances  and  their  consequences  last  more  than  8  months,  each 
party  has  the  right  to  renounce  carrying  out  further  the  present  contract. 

In  such  case,  neither  party  has  the  right  to  ask  for  damages  from  the  other  party; 
the  parties  shall  then  decide  on  the  liquidation  of  their  relations. 

If  the  parties  cannot  reach  an  amicable  agreement  they  may  apply  to  the  competent 
Court  of  Arbitration. 

ARTICLE  26— Disputes 

Possible  disputes  arising  between  the  parties  concerning  interpretation  and  carry- 
ing out  of  the  present  contract  will  be  amicably  settled.  In  case  of  disagreement,  dis- 
putes will  be  settled  by  the  Court  of  Arbitration  of  the  Chamber  of  Commerce  of  the 
Socialist  Republic  of  Romania,  according  to  its  regulations  and  according  to  Romanian 
law. 

ARTICLE  27 — Final  provisions 

(a)  The  present  contract  has  the  following  Appendices: 


All  these  Appendices  form  an  integral  part  of  the  contract. 

(b)  Any  documents  signed  by  the  parties  or  by  one  of  them,  prior  to  the  signing  of 
this  contract  concerning  this  joint  company,  are  invalid  as  of  the  date  of  the 
formation  of  the  company; 

(c)  The  present  contract  has  been  drawn  up  and  signed  in  Bucharest,  today  on , 

in  two  originals  in  Romanian  language,  each  party  having  received  one  of  the 
originals. 
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APPENDIX  J 


JOINT  VENTURE  STATUTE* 

Sample  Format  for  a  Joint  Stock  Company 

Chapter  I 

Name,  Juridical  Form,  Objective,  Location,  Duration 

ARTICLE  1 — The  name  of  the  company 

The  name  of  the  company  is 

On  all  invoices,  notices,  publications,  and  other  documents  issued  by  the  company, 
the  name  of  the  company  will  be  preceded  or  followed  by  the  words  "joint  stock  com- 
pany" or  the  initials  "S.A.,"  by  the  registered  capital  and  the  registration  number  at 
the  Ministry  of  Finance. 

ARTICLE  2 — The  juridical  form  of  the  joint  stock  company 

The (name)   company  has  the  status  of  a  Romanian  juridical  person,  with  the 

juridical  form  of  a  joint  stock  company.  It  carries  out  its  activities  in  accordance  with 
Romanian  laws,  which  are  compatible  with  the  operational  aims  of  joint  companies, 
under  the  conditions  of  Decree  No.  424/1972,  the  contract,  and  this  statute. 

ARTICLE  3 — The  objective  of  the  company's  activities 

The  company  will  have  as  its  objective: 

(a)  the  establishment  or  modernization   of   a   production   facility   for with  a 

capacity  of 

(b)  the  production  of (the  name  of  the  product  will  be  accompanied  by  a 

description  of  its  main  features)  ; 

(c)  the  sale  of  these  products  under  the  conditions  outlined  in  the  company's  contract; 

(d)  the  execution  of  projects  concerning ; 

(e)  the  carrying  out  of  services  in  the  field  of 

ARTICLE  4 — Location  of  the  company 

The  location  of  the  company  is  in  the  Socialist  Republic  of  Romania,  at ,  street 

,  number 

The  location  can  be  changed  to  another  place  in  the  Socialist  Republic  of  Romania 
by  the  decision  of  the  General  Assembly  of  Stockholders. 

ARTICLE  5 — The  duration  of  the  company 

The  duration  of  the  life  of  the  company  is years,  beginning  with  the  date  the 

company  is  registered  with  the  Ministry  of  Finance,  and  can  be  extended  on  the  basis 
of  the  decision  of  the  General  Assembly. 

Chapter  II 

Registered  Capital  and  Stocks 

ARTICLE  6 — The  registered  capital 

The  registered   capital   is  fixed   at   the   sum   of   The   capital   is   divided   into 

nominative  stocks  each  having  a  value  of ,  and  entirely  underwritten  by 

the  stockholders  in  the  following  manner: 

Stocks  no.  one  through represent  the  contribution  of  the  Romanian  stock- 
holder (s)   at  a  value  of ,  representing percent  of  the  registered  capital. 

Stocks  number through  number represent  the  contribution  of  the  for- 
eign stockholders (s)  at  a  value  of ,  representing percent  of  the  registered 

capital. 


*  Unofficial    translation    from    Romanian    text    provided    by    the    Romanian    Ministry    of   Foreign    Trade. 
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The  stockholders'  contribution  to  the  registered  capital  will  be  constituted  in  the 
following  manner: 

The  contribution  of  the  Romanian  stockholder  (s)  : 

(a)  a  financial  contribution   in  the  sum   of deposited  in  an  account  at  the 

Romanian  Bank  of  Foreign  Trade  in  the  name  of  and  at  the  disposal  of  the 
company ; 

(b)  complex  installations,  machinery,  equipment,  spare  parts,  materials,  etc.,  having 

a  value  of ,  including  all  their  expenses  up  to  the  time  they  are  taken  in 

receipt  by  the  company ; 

(c)  buildings  and  facilities,  free  of  any  commitments,  in  the  value  of ; 

(d)  licenses,  know-how,  free  of  any  commitments,  in  the  value  of ; 

(e)  trademarks  (factory  markings  or  brand  names)  having  a  value  of ; 

(f)  the  equivalent  of  the  right  to  use  land  having  a  surface  area  of hectares 

during  the  time  the  company  is  in  operation,  having  a  value  of ; 

(g)  other  forms  of  contribution. 

The  contribution  of  the  foreign  stockholder  (s)  : 

(The  contribution  is  specified  in  accordance  with  the  above  outlined  listing  for  the 
Romanian  stockholder  (s),  with  the  exception  of  items  "c"  and  "f"). 

ARTICLE  7— The  stock 

The  company  will  issue  and  turn  over  to  the  stockholders  the  certificates,  including: 

— The  name  and  duration  of  the  company; 

— The  date  the  company  is  established,  the  registration  number  at  the  Ministry  of 
Finance  and  the  issue  of  the  Official  Bulletin  where  this  was  announced; 

— The  registered  capital,  the  number  of  shares  and  their  numbering  order,  the  nomi- 
nal value  of  the  shares,  and  the  payments  made; 

— The  name  (first  and  last  names)  and  residence  of  the  stockholder. 

A  single  certificate  can  be  issued  for  more  than  one  share. 

Shares  that  represent  contributions  other  than  cash  will  bear  the  notice  that  they 
are  not  transferrable  for  a  period  of  two  years  from  the  date  the  company  is  established. 

The  certificates  will  bear  the  special  stamp  of  the  company  and  will  be  signed  by  two 
administrators,  one  of  which  will  represent  the  Romanian  party. 

The  company  will  keep  record  of  the  shares  in  a  register  numbered,  sealed,  and 
initialed  by  the  Ministry  of  Finance,  which  will  be  kept  at  the  company  headquarters. 

ARTICLE  8 — Increasing  the  capital 

The  registered  capital  can  be  increased  on  the  basis  of  the  decision  of  the  General 
Assembly  of  Stockholders  by  issuing  new  shares  that  represent  the  financial  or  in  kind 
contribution,  or  by  including  reserves  or  profits. 

The  newly  issued  stock  must  be  completely  underwritten,  free  of  any  commitments, 

with  their  value  deposited days   from  the  date  of  the  decision  of  the  General 

Assembly  of  Stockholders  to  increase  the  amount  of  the  capital. 

The  capital  can  be  increased  partially  or  totally  in  kind  by  a  decision  of  the  Gen- 
eral Assembly  of  Stockholders  on  the  basis  of  an  appraisal  made  by  designated  experts 
appointed  by  the  stockholders. 

Increasing  the  capital  will  not  change  the  proportion  of  shares  held  by  the  stock- 
holders, as  established  by  Law  No.  1/1971. 

ARTICLE  9 — Reducing  the  capital 

The  capital  can  be  reduced  on  the  basis  of  a  decision  of  the  General  Assembly  of 
Stockholders. 

Proposals  to  reduce  the  capital  must  be  communicated  by  the  Administrative  Coun- 
cil to  the  Auditing  Commission  at  least  30  days  prior  to  the  date  of  the  General  Assem- 
bly of  Stockholders,  which  will  decide  upon  the  reduction.  The  Auditing  Commission 
will  have  to  describe  the  causes  and  conditions  of  the  reduction. 

ARTICLE  10 — Rights  and  obligations  derived  from  shares 

Each  share  underwritten  and  deposited  by  the  stockholders  confers  to  them  the  rights 
of:  having  a  vote  in  the  General  Assembly  of  Stockholders;  electing  and  being  elected 
to  positions  of  leadership;  participating  in  the  distribution  of  profits  or  other  rights 
in  accordance  with  the  provisions  of  this  statute  and  legal  dispositions. 
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Possession  of  shares  implies  full  adhesion  to  the  statute  and  all  modifications  therein. 

The  rights  and  obligations  related  to  the  shares  go  along  with  the  shares  in  the  event 
they  are  transferred  to  other  persons. 

Social  obligations  are  guaranteed  regarding  social  inheritance,  and  the  stockholders 
are  obligated  only  for  the  payment  of  their  shares. 

The  company's  property  cannot  be  attached  by  the  personal  debts  or  obligations  of 
the  stockholders.  A  creditor  of  a  certain  stockholder  cannot  make  claims  except  upon 
the  portion  of  the  company's  profits  assigned  to  that  stockholder  by  the  General  Assem- 
bly of  Stockholders  or  upon  that  amount  due  this  stockholder  upon  the  liquidation  of 
the  company,  as  carried  out  under  the  conditions  of  this  statute. 

ARTICLE  11 — The  transfer  of  shares 

Shares  are  indivisible  with  regards  to  the  company,  which  recognizes  one  owner  for 
each  share. 

The  partial  or  complete  transfer  of  shares  between  stockholders  or  to  third  parties 
can  be  accomplished  on  the  basis  of  the  decision  of  the  General  Assembly  of  Stock- 
holders, reached  unanimously. 

Transfer  proposals  must  be  announced  by  the  ceding  stockholder  to  the  company 
and  the  stockholders,  indicating  the  person  to  whom  the  shares  are  to  be  transferred, 
as  well  as  the  conditions  of  transfer. 

The  transfer  of  shares  between  stockholders  or  to  a  third  party  is  valid  only  to  the 
degree  to  which  the  Romanian  party  maintains  a  minimum  of  51  percent  of  the  regis- 
tered capital. 

Transfers  to  a  third  party  can  be  accomplished  only  after  a  period  of  30  days  from 
the  date  of  receipt  of  notification  of  a  transfer  proposal,  with  the  stockholders  having 
the  right  to  preempt  the  transfer. 

The  transfer  is  recorded  in  the  register  which  lists  the  shares  and  is  inscribed  in  the 
certificate. 

ARTICLE  12— The  loss  of  shares 

In  the  event  that  a  share  is  lost,  the  owner  must  notify  the  Administrative  Council 
and  make  the  fact  known  through  the  press.  After  six  months,  he  can  obtain  a  "dupli- 
cate" of  the  share. 

Chapter  III 

The  Administrative  Council 

ARTICLE  13 — Membership  and  organization 

The  company  is  administered  by  the  Administrative  Council  composed  of  (odd  num- 
ber) administrators  who  qualify  as  stockholders  and  are  named  by  the  General  Assem- 
bly of  Stockholders  for  a  period  of  four  years,  with  the  possibility  to  serve  for  a  new 
period  of  four  more  years. 

The  appointment  of  the  administrators  is  done  from  among  persons  designated  by 
the  stockholders,  in  the  same  proportion  as  their  contribution  to  the  capital. 

When  a  vacant  position  arises  within  the  Administrative  Council,  the  General  Assem- 
bly of  Stockholders  name  a  new  administrator  to  fill  the  vacant  position.  The  General 
Assembly  will  name  as  the  new  administrator  a  person  designated  by  the  same  stock- 
holder who  named  the  predecessor. 

The  length  of  time  for  which  an  administrator  is  named  to  occupy  a  vacant  position 
will  correspond  to  the  period  of  time  remaining  until  the  expiration  of  the  predecessor's 
term. 

Also,  as  part  of  the  Romanian  representation,  the  Workers'  Council  (designated  by 
the  General  Assembly  of  Workers)   are  members  of  the  Administrative  Council. 

The  Administrative  Council  is  headed  by  a  president  named  by  the  General  Assem- 
bly of  Stockholders. 

The  Administrative  Council  is  the  company's  executive  body  of  collective  leadership, 
with  a  deliberative  role,  which  carries  out  its  activities  on  the  basis  of  guidelines  and 
responsibilities  established  by  the  General  Assembly  of  Stockholders. 

The  Administrative  Council  meets,  at  the  company's  headquarters,  whenever  it  is 
necessary,  when  convened  by  the  president  or  one-third  of  its  members  and  reaches 
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decisions  by  a  simple  majority  vote  from  among  the  total  number  of  members  of  the 
Council.  For  special  problems,  expressly  outlined  in  this  statute,  decisions  are  reached 
by  unanimous  vote.  The  Administrative  Council  is  presided  over  by  the  president,  and 
in  his  absence,  by  one  of  the  vice  presidents  designated  by  the  president.  The  presi- 
dent names  a  secretary  either  from  among  the  members  of  the  Council  or  from  out- 
side the  Council. 

In  order  to  reach  a  valid  decision,  at  least  two-thirds  of  the  number  of  members  of 
the  Administrative  Council  must  be  present. 

Discussions  within  the  Administrative  Council  take  place  in  accordance  with  the 
agenda  established  by  the  council  on  the  basis  of  the  draft  forwarded  by  the  president 
at  least  15  days  prior  to  the  meeting.  They  are  recorded  in  the  written  minutes  of  the 
meeting,  which  are  in  turn  recorded  in  a  register  signed  and  sealed  by  the  Ministry 
of  Finance.  The  written  minutes  bear  the  signature  of  the  meeting's  president  and 
secretary. 

The  Administrative  Council  can  delegate  to  one  or  a  number  of  its  members  certain 
powers  regarding  limited  problems  that  may  arise  and  can  call  upon  experts  to  study 
certain  problems. 

At  its  first  session,  the  Administrative  Council  will  elect  from  amongst  its  members 
a  president  and  from  one  to  three  vice  presidents. 

The  president  also  normally  fills  the  position  of  director  general.  He  ensures  the 
current  leadership  of  the  company  and  sees  to  it  that  the  decisions  of  the  General 
Assembly  and  the  Council  are  carried  out  within  the  limits  of  the  objectives  set  for  the 
company's  activities.  He  must  be  a  Romanian  citizen  with  his  residence  in  the  Socialist 
Republic  of  Romania. 

The  other  leadership  positions  can  be  filled  by  any  stockholder  representatives. 

In  its  relations  with  third  parties,  the  company  is  represented  by  the  president  of  the 
Administrative  Council  on  the  basis  and  within  the  limits  of  the  powers  given  him  by 
the  General  Assembly  of  Stockholders  or,  in  his  absence,  by  one  of  the  vice  presidents 
designated  by  the  Council.  The  company  representative  signs  the  documents  contracted 
with  the  third  parties. 

The  members  of  the  Administrative  Council  will  operate,  either  collectively  or  inde- 
pendently, in  accordance  with  the  powers  given  them  by  the  General  Assembly  of 
Stockholders.  They  can  carry  out  any  act  that  is  related  to  the  administration  of  the 
company  in  its  interest,  within  the  limits  of  the  rights  conferred  upon  them. 

The  president  of  the  Administrative  Council  is  obligated  to  place  at  the  disposal  of 
the  stockholders  and  Auditing  Commission,  upon  their  request,  all  company  documents. 

The  president,  vice  presidents,  members  of  the  Administrative  Council,  general 
directors  and  their  deputies,  managers  and  their  deputies  are  responsible,  either  indi- 
vidually or  collectively,  as  the  case  may  be,  to  the  company  for  damages  resulting  from 
their  infraction  or  violation  of  legal  dispositions,  from  violations  of  the  statute,  and  for 
errors  in  the  administration  of  the  company.  In  these  situations,  they  can  be  removed 
from  their  position  by  decision  of  the  General  Assembly  of  Stockholders. 

ARTICLE  14— Tasks 

The  Administrative  Council  has  the  following  tasks : 

(a)  hires  and  fires  Romanian  employees; 

(b)  hires  and  fires  foreign  employees,  establishing  their  rights  and  obligations; 
establishes  the  portion  of  their  income  which  can  be  transferred  abroad; 

(c)  draws  up  and  approves  the  company's  internal  regulations  by  which  duties  and 
responsibilities  are  established  for  the  company's  employees  in  various  depart- 
ments; 

(d)  approves  financial  operations  and  payments  which  exceed  the  sum  of ; 

(e)  approves  operations  for  the  purchase  and  sale  of  goods  (except  for  fixed  assets) 
whose  value  exceeds  the  sum  of ; 

(f)  approves  the  carrying  out  of  capital  repairs  and  investments  with  a  value  of,  at 
the  most, ; 

(g)  approves  financing  plans; 

(h)  approves  the  conclusion  of  contracts  for  renting   (either  making  or  receiving  rent 

payments)  in  cases  where  the  yearly  rent  exceeds  the  sum  of ; 

(i)    establishes  marketing  tactics  and  strategies; 
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(j)  approves  the  closing  or  cancelling  of  other  contracts  whose  value  exceeds  the 
sum  of ; 

(k)  presents,  yearly,  three  months  from  the  closing  out  of  the  annual  financial  eco- 
nomic budget,  the  report  to  the  General  Assembly  of  Stockholders  regarding  the 
company's  activities,  the  balance  sheet  and  income  statement  for  the  preceding 
year,  as  well  as  the  company's  draft  program  for  the  next  year's  activities. 

(1)    resolves  other  problems  established  by  the  General  Assembly  of  Stockholders. 

In  problems  relating  to  letters ,  decisions  will  be  reached  by  unanimous  vote; 

the  rest  of  the  problems  will  be  resolved  by  a  simple  majority  vote. 

Chapter  IV 

Control  of  the  Company 

ARTICLE  15 — The  Auditing  Commission 

The  operation  of  the  company  is  controlled  by  the  stockholders  and  the  Auditing 
Commission. 

In  order  to  exercise  the  right  of  control,  information  regarding  the  company's  activi- 
ties, the  state  of  its  property  holdings,  and  the  status  of  profits  and  losses  will  be 
presented,   upon  request,   to   the   stockholders.   The   General  Assembly   of   Stockholders 

names  an  Auditing  Commission  composed  of persons,  with  one  to  two  delegates 

coming  from  the  Ministry  of  Finance. 

The  majority  of  the  auditors  must  be  Romanian  citizens. 

Likewise,   the   General   Assembly   of   Stockholders    can   name   one    or   two    alternate 
auditors  who  can  replace  the  regular  auditors,  if  need  be. 
The  Auditing  Commission  has  the  following  main  tasks: 

— during  the  course  of    (yearly)    financial  accounting,  it  verifies  the  management  of 
fixed    assets    and    working    capital,    stock    portfolios,    petty    cash    and    the    book- 
keeping register,  and  presents  activity  reports  to  the  Administrative  Council; 
— at  the  end  of  the    (yearly)    financial   accounting,   it  reviews   the   accuracy   of   the 
inventory,    of    the    documents    and    information    presented    by    the    Administrative 
Council  regarding  the  company's  accounts,  of  the  balance  sheet  and  of  the  income 
statement;  it  presents  a  written  report  to  the  General  Assembly  of  Stockholders  in 
which  it  proposes  the  approval  or  modification  of  the  balance  sheet  and  the  income 
statement ; 
— upon  the  liquidation  of  the  company,  it  reviews  the  liquidation  operations; 
— presents  its  viewpoint  to  the  General  Assembly  of  Stockholders  regarding  proposals 
to  reduce  the  amount  of  social  capital  or  to  modify  the  statute  and  objective  of  the 
company ; 
The  Auditing  Commission  meets  at  the  company  headquarters  and  reaches  its  deci- 
sions by  unanimous  vote.  If  it  does  not  reach  unanimity,  a  report  of  disagreement  is 
forwarded  to  the  Central  Service  for  Accounting  Expertise  of  the  Ministry  of  Finance, 
which  will  verify  the  grounds  for  the  disagreement;  the  findings  of  the  Service  will  be 
subjected  to  the  decisions  of  the  General  Assembly  of  Stockholders. 

The  auditors  are  responsible  to  the  company  for  damages  caused  by  them  through 
nonfullfillment  or  fulfillment  in  bad  faith  of  the  duties  assigned  to  them,  in  accordance 
with  this  statute. 

The  Auditing  Commission  can  convoke  the  General  Assembly  of  Stockholders  in  the 
event  the  registered  capital  is  diminished  by  a  minimum  of  10  percent,  with  the 
exception  of  the  first  two  years  of  the  company's  existence,  or  whenever  it  is  considered 
necessary  to  review  other  problems. 

Auditors  are  named  for  a  maximum  period  of  four  years. 

Chapter  V 

The  General  Assembly  of  Stockholders 

ARTICLE  16— Duties 

The  General  Assembly  of  Stockholders  is  the  leadership  body  of  the  company  which 
decides  upon  the  company's  activities  and  its  economic  and  commercial  policies. 
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The  General  Assembly  of  Stockholders  has  the  following  major  duties: 

(a)  approves  the  organizational  structure  of  the  company  and  the  number  of  positions; 

(b)  names  the  members  of  the  Administrative  Council  and  the  Auditing  Commission, 
including  the  alternative  members;  establishes  their  salaries;  discharges  them 
from  duties;  and  dismisses  them; 

(c)  names  the  general  directors  and  their  deputies  and  the  managers  and  their  depu- 
ties; establishes  their  salaries;  discharges  them  from  duties;  and  dismisses  them. 
General  directors  and  deputy  general  directors  can  also  be  selected  from  among 
the  members  of  the  Administrative  Council  and  they  may  be  one  or  two; 

(d)  establishes  duties  and  responsibilities  of  the  Administrative  Council  and  the 
Auditing  Commission  and  the  proportion  in  which  the  stockholders  are  repre- 
sented on  these  bodies; 

(e)  approves  the  company's  program  of  activities; 

(f)  gives  its  approval  to  the  collective  work  contract; 

(g)  makes  decisions  regarding  the  contracting  of  bank  loans  and  the  granting  of 
guarantees; 

(h)  examines,  approves  or  modifies  the  balance  sheet  and  the  income  statement  after 
listening  to  the  reports  of  the  Administrative  Council  and  Auditing  Commission; 
approves  the  distribution  of  profits  among  the  stockholders; 

(i)  makes  decisions  regarding  the  establishment  and  closing  of  branch  offices,  sub- 
sidiaries, and  agencies; 

(j)  makes  decisions  regarding  increasing  or  reducing  the  registered  capital,  modify- 
ing the  number  of  shares  or  the  nominal  value  of  these  shares,  as  well  as  trans- 
ferring shares; 

(k)  makes  decisions  regarding  the  adoption  or  modification  of  the  statute,  as  well  as 
changing  the  juridical  form  of  the  company; 

(1)  makes  decisions  regarding  the  merger,  split-up  or  dissolution  and  liquidation  of 
the  company; 

(m)  makes  decisions  regarding  the  modification  of  charges  in  hard  currency  for  serv- 
ices provided  by  company  employees; 

(n)  makes  decisions  regarding  the  carrying  out  of  capital  repairs  and  the  implemen- 
tation of  investments  whose  value  exceeds  the  authority  of  the  Administrative 
Council; 

(o)  makes  decisions  regarding  the  extension  of  the  period  established  by  contract  for 
the  operation  of  the  company; 

(p)  makes  decisions  regarding  legal  actions  undertaken  against  members  of  the 
Administrative  Council,  general  directors  and  their  deputies,  managers  and  their 
deputies,  and  auditors  for  damages  caused  to  the  company; 

(q)  makes  decisions  in  any  other  problems  regarding  the  company. 
The  decisions  in  the  problems  outlined  in  letters  "k"  and  "1"  can  be  carried  out 
only  after  they  are  approved  by  the  State  Council  of  the  Socialist  Republic  of  Romania, 
and,  in  those  problems  outlined  under  letter  "i",  only  after  the  decisions  are  approved 
by  the  Ministry  of  Foreign  Trade  and  International  Economic  Cooperation  and  the 
Ministry  of  Finance. 

ARTICLE  17 — Convening  the  General  Assembly  of  Stockholders 

Sessions  of  the  General  Assembly  of  Stockholders  are  of  two  types:  ordinary  and 
extraordinary.  They  are  convened  by  the  president  of  the  Administrative  Council  or  one 
of  the  vice  presidents  empowered  by  the  president. 

Ordinary  sessions  of  the  General  Assembly  take  place  once  each  year,  three  months 
after  the  close-out  of  the  yearly  financial  economic  budget,  in  order  to  examine  the 
balance  sheet  and  the  income  statement  for  the  preceding  year  and  to  establish  the 
program  of  activities  for  the  coming  year. 

Extraordinary  sessions  of  the  General  Assembly  are  also  convened  upon  the  request 
of  the  stockholders  representing  at  least  one-third  of  the  registered  capital,  at  the 
request  of  the  Auditing  Commission,  as  well  as  in  the  event  where  the  registered  capital 
has  decreased  by  a  minimum  of  10  percent,  except  during  the  first  two  years  of  the 
company's  existence. 

The  General  Assembly  of  Stockholders  is  convened  by  letters  of  recommendation  or 
telex  messages  sent  to  the  addresses  indicated  by  the  stockholders  in  the  company's 
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contract  of  association  (or  to  those  corrected  addresses  which  were  provided,  in  writing, 

at  a  later  date)   at  least days  prior  to  the  fixed  date,  showing  the  meeting  place, 

the  date,  and  the  draft  agenda  of  the  meeting. 

The  General  Assembly  of  Stockholders  meets  at  the  company  headquarters  or  at 
another  place  in  the  same  locality. 

For  ordinary  sessions  of  the  General  Assembly,  upon  convocation,  the  stockholders 
are  sent  copies  of  the  balance  sheet  and  income  statement,  the  auditors'  report,  the 
report  regarding  the  company's  activities  during  the  just  concluded  yearly  budget,  and 
the  draft  program  of  activities  for  the  coming  year.  The  inventory  is  placed  at  the 
disposal  of  the  stockholders  at  the  company's  headquarters.  The  person  who  presides 
over  the  General  Assembly  or  any  stockholder  can  propose  subjects  for  discussion  other 
than  those  outlined  in  the  agenda.  These  subjects  can  be  discussed  only  with  the  unani- 
mous approval  of  the  General  Assembly  of  Stockholders. 

ARTICLE  18 — The  organization  of  the  General  Assembly  of  Stockholders 

The  General  Assembly  of  Stockholders  is  presided  over  by  the  president  of  the  Admin- 
istrative Council  and,  in  his  absence,  by  one  of  the  vice  presidents  designated  by  the 
president. 

The  person  who  presides  over  the  meeting  opens  the  session  and  closes  it  when  dis- 
cussions have  ended,  ensures  that  all  items  on  the  agenda  have  been  discussed,  that 
the  session  is  led  in  an  organized  manner,  that  each  representative  of  the  stockholders 
is  given  a  chance  to  speak. 

From  among  its  members,  the  General  Assembly  elects  a  secretary  who  will  record 
the  statements  of  the  session.  These  minutes  will  be  noted  in  a  register  signed  and 
sealed  by  the  Ministry  of  Finance.  The  minutes  will  be  signed  by  the  person  who  pre- 
sided over  the  session  and  the  secretary. 

In  ordinary  and  extraordinary  sessions  of  the  General  Assembly  of  Stockholders, 
during  which  issues  concerning  work  relations  with  the  company's  employees  are  dis- 
cussed, the  president  of  the  company's  trade  union  committee  also  participates,  as  part 
of  the  delegation  representing  the  Romanian  stockholder  (s) . 

ARTICLE  19 — Exercising  the  right  to  vote  in  the  General  Assembly  of  Stockholders 

An  ordinary  session  of  the  General  Assembly  is  legally  constituted  and  may  reach 
decisions  if,  at  the  first  session,  those  stockholders  present  or  their  representatives  hold 
at  least  two-thirds  of  the  registered  capital,  and,  at  the  second  session,  if  they  hold 
at  least  one-half  of  the  capital. 

An  extraordinary  session  of  the  General  Assembly  is  legally  constituted  and  can 
reach  decisions  if,  at  the  first  session,  the  stockholders  present  or  their  representatives 
hold  at  least  three-fourths  of  the  registered  capital,  and,  at  the  second  session,  if  they 
hold  at  least  one-half  of  the  capital. 

The  general  assembly  of  stockholders,  as  constituted  by  the  statute,  reaches  decisions 
by  unanimous  vote  of  those  present  or  represented  in  those  problems  outlined  in 
Article  16,  letters 

Other    decisions    are    reached    by    a    simple    majority    of    votes    of    those    present. 

Stockholders  normally  vote  by  a  raising  of  hands.  Upon  the  proposal  of  the  presiding 
officer  or  a  group  of  stockholders  present  or  represented  at  the  session,  who  hold  at 
least  one-fourth  of  the  registered  capital,  it  can  be  decided  to  resort  to  a  secret  vote. 

For  those  decisions  where  it  is  not  necessary  to  have  a  unanimous  decision,  it  is 
admissible  to  also  accept  absentee  votes. 

Decisions  of  the  General  Assembly  are  also  binding  upon  those  stockholders  who  are 
absent  or  not  represented. 

Chapter  VI 

The  Company's  Activities 

ARTICLE  20 — The  financial  economic  budget 

The  financial  economic  budget  begins  on  January  1  and  ends  on  December  31  of  each 
year.  The  first  budget  begins  on  the  date  the  company  is  established. 
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ARTICLE  21 — The  company's  employees 

The  leadership  personnel  of  the  company  and  the  auditors  are  named  by  the  General 
Assembly  of  Stockholders.  The  rest  of  the  employees  are  hired  by  the  Administrative 
Council. 

The  hiring  of  company  employees  is  carried  out  within  the  framework  of  the  organi- 
zational layout  and  on  the  basis  of  individual  work  contracts. 

The  hard  currency  salaries  of  the  company's  employees,  classified  according  to  quali- 
fications and   positions,   are   outlined   in   annex    ;    the   salaries   being   subject   to 

modification  by  the  General  Assembly  of  Stockholders. 

The  Romanian  employees  of  the  company  have  the  rights  and  obligations  as  outlined 
in  the  current  legislation  regarding  employees  in  state  units  in  the  Socialist  Republic 
of  Romania. 

The  rights  and  obligations  of  foreign  employees  of  the  joint  company  are  established 
by  the  Administrative  Council. 

The  foreign  employees  of  the  joint  company  can  transfer  their  salaries  abroad,  through 
the  Romanian  Bank  of  Foreign  Trade,  in  the  proportion  established  by  the  Administra- 
tive Council. 

ARTICLE  22 — The  depreciation  of  fixed  assets 

In  depreciating  fixed  assets  the  following  will  be  taken  in  consideration: 

Depreciation     is    established     by    applying    the    norms     regarding    depreciation    as 

outlined  in  annex to  the  acquisition  costs   of  fixed   assets  and   is  included,  as 

the  case  may  be,  in  the  production  cost,  the  cost  of  services  rendered  or  other  costs; 
it  is  used  for  the  replacement  of  fixed  assets  and  to  meet  other  needs  of  the 
company. 

The  term  acquisition  cost  is  understood  to  mean  the  sum  of  money  spent  on  purchases 
and  other  expenditures  made  in  order  to  put  each  fixed  asset  into  operation. 

Depreciation  is  calculated  from  the  date  the  fixed  assets  are  put  into  operation  for 
the  period  of  time  outlined  in  annex 

ARTICLE  23 — Capital  repairs  and  investments 

Capital  repairs  and  investments  with  a   value   of  over (the   authority  limits 

of  the  Administrative  Council  are  outlined)  will  be  carried  out  on  the  basis  of  the 
decisions  of  the  General  Assembly  of  Stockholders. 

The  funds  necessary  for  capital  repairs  are  ensured  by  including  these  respective 
costs,  as  the  case  may  be,  in  the  costs  of  production,  those  of  services  rendered  or 
other  expenditures,  in  the  year  during  when  they  are  made  or  in  payments  spread 
over  a  number  of  years. 

The  funds  necessary  to  implement  investments  are  ensured  by  the  registered  capital 
and/or  by  credits,  obtained  by  the  company  from  abroad  or  from  the  Socialist  Republic 
of  Romania. 

ARTICLE  24 — Preparation  of  the  balance  sheet  and  of  the  income  statement 

The  company  will  prepare  on  a  yearly  basis  the  balance  sheet  and  income  statement 
and  will  keep  a  record  of  economic-financial  activities  keeping  in  mind  "The 
Methodological  Standards  Comprising  the  Principles  Regarding  the  Organization  and 
Management  of  Bookkeeping  for  Joint  Companies  Established  in  the  Socialist 
Republic  of  Romania,"  as  drawn  up  by  the  Ministry  of  Finance. 

ARTICLE  25 — Calculation  and  distribution  of  profits 

The  company's  profit  is  established  by  the  balance  sheet  approved  by  the  General 
Assembly  of  Stockholders.  The  taxable  profit  is  established  as  the  difference  between 
the  total  amount  of  income  collected  and  the  total  sum  of  expenditures  made  to 
realize  this  income.  In  calculating  this  profit,  a  sum  will  be  deducted  from  the  yearly 
profit  for  the  reserve  fund;  this  sum  will  be,  at  the  most,  five  percent  of  the  total 
profit  as  outlined  in  the  yearly  balance  sheet.  This  deduction  will  be  made  until  it 
reaches  25  percent  of  the  amount  of  the  registered  capital. 

From  the  profit  outlined  in  the  balance  sheet,  legal  taxes  will  be  subtracted,  pro- 
viding the  profit  due  the  stockholders.  This  profit  is  distributed  among  the  stockholders 


in  a  manner  that  is  proportional  to  their  contribution  to  the  registered  capital,  as  well 
as  for  other  needs  of  the  company  (e.g.,  yearly  bonuses). 

Payment  of  profits  to  the  stockholders  is  carried  out  by  the  company  within  at  most 
two  months  from  the  approval  of  the  balance  sheet  by  the  General  Assembly  of 
Stockholders. 

In  the  event  a  loss  is  recorded,  the  parties  are  obligated  to  analyze  the  causes 
and  to  take  the  necessary  measures. 

Chapter  VII 

Modification  of  the  Juridical  Form, 
Dissolution,  Liquidation  and  Litigations 

ARTICLE  26 — Modification  of  the  juridical  form 

The  company  can  be  transformed  into  another  form  of  company  by  the  decision  of 
the  General  Assembly  of  Stockholders  and  after  obtaining  legal  approval. 

The  new  company  can  be  established  with  an  amount  of  capital  at  least  equal  to 
the  amount  of  the  old   company  and  with  the  participation  of  the  same  stockholders. 

To  be  established,  the  new  company  will  fulfill  the  legal  formalities  of  registration 
and  publication  demanded  for  the  establishment  of  joint  companies. 

ARTICLE  27 — Dissolution  of  the  company 

The  following  situations  lead  to  the  dissolution  of  the  company: 

— expiration  of  the  agreed  upon  period  of  operation  of  the  company,  if  the  General 
Assembly  does  not  approve  an  extension; 

— the  impossibility  of  achieving  the  social  objective; 

— the  loss  of  at  least  one-third  of  the  registered  capital,  following  the  depletion  of 
the  reserve  fund,  if  the  General  Assembly  of  Stockholders  does  not  decide  to 
restore  the  capital  to  the  original  level  or  to  reduce  its  amount  to  the  remaining 
balance ; 

— upon  request  of  any  stockholder,  if  circumstances  of  force  majeure  and  their 
consequences  last  more  than  eight  months,  and  the  General  Assembly  of  Stock- 
holders finds  that  the  continued  operation  of  the  company  is  no  longer  possible; 

— in  any  other  situations  on  the  basis  of  the  decision  of  the  General  Assembly  of 
Stockholders,  reached  unanimously. 

ARTICLE  28 — Liquidation  of  the  company 

In  the  event  of  dissolution,  the  company  will  be  liquidated. 

The  liquidation  will  be  done  by  one  or  more  trustees  named  by  the  General 
Assembly  of  Stockholders. 

From  the  moment  the  trustees  assume  their  roles,  the  term  of  office  of  the  adminis- 
trators and  directors  ends;  these  officers  no  longer  are  empowered  to  undertake  new 
operations  in  the  name  of  the  company. 

The  trustees  have  the  same  responsibilities  as  the  administrators.  They,  together  with 
the  company's  administrators,  are  obligated  to  hold  an  inventory  immediately  after 
assuming  their  positions,  and  to  evaluate  the  company's  holdings  and  to  conduct  a 
financial  review,  for  the  purpose  of  determining  the  exact  status  of  public  assets  and 
liabilities.  The  trustees  are  obligated  to  accept  and  preserve  the  company's  holdings 
and  records  which  are  entrusted  to  them  by  the  administrators,  and  to  maintain  a 
register  with  all  operations  of  liquidation  in  chronological  order. 

The  trustees  carry  out  their  mandate  under  the  supervision  of  the  Auditing 
Commission. 

In  accordance  with  the  powers  entrusted  to  them  by  the  General  Assembly  of 
Stockholders,  the  trustees  will  take  all  necessary  measures  to  carry  out  those  operations 
already  underway,  to  collect  payments  owed  to  the  company  and  to  pay  company 
debts,  as  well  as  to  carry  out  other  operations  in  the  interest  of  liquidating  the 
company. 

The  trustees  can  appear  before  the  courts  and  can  conclude  transactions  and  settle 
with  the  company's  creditors. 


The  trustees  will  notify  the  company's  creditors,  through  a  public  announcement, 
asking  them  to  present  their  claims  within  a  set  time  period.  The  company  will  send 
separate  announcements  to  creditors  known  to  it  asking  them  to  present  their  claims. 

Trustees  who  carry  out  new  operations  which  are  not  necessary  to  the  liquidation 
process,  are  personally  and  collectively  responsible  for  these  actions. 

From  the  sums  resulting  from  liquidation,  payments  will  be  made  first  to  the 
preferred  creditors  (salaries  and  other  employee  rights,  duties  and  taxes,  contributions 
to  social  security,  credit  rates  and  interest,  etc.)  and  then  to  other  creditors.  After 
this,  the  trustees  will  prepare  the  liquidation  balance  sheet  and  will  make  proposals 
for  the  distribution  of  profits  to  the  stockholders  in  proportion  to  their  contribution 
to  the  registered  capital. 

The  liquidation  balance  sheet  as  well  as  the  proposals  for  distributing  the  holdings 
resulting  from  liquidation  will  be  presented  for  approval  to  the  General  Assembly 
of  Stockholders.  After  the  approval  of  this  balance  sheet,  it  will  be  considered  that  the 
company  has  relieved  the  trustees  of  their  duties. 

On  the  basis  of  the  liquidation  balance  sheet,  the  trustees  will  prepare,  in  original 
form,  a  record  of  findings  which  will  be  recorded  at  the  Ministry  of  Foreign  Trade 
and  Economic  Cooperation  and  Ministry  of  Finance  and  will  be  published  in  the  Official 
Bulletin  of  the  Socialist  Republic  of  Romania. 

ARTICLE  29— Litigations 

The  company's  litigations  with  Romanian  juridical  or  physical  persons  fall  under 
the  competence  of  the  law  courts  of  the  Socialist  Republic  of  Romania. 

Litigations  growing  out  of  contractual  agreements  between  the  joint  company  and 
Romanian  juridical  persons  can  be  resolved  also  through  arbitration.  In  this  case,  the 
stockholders  also  can  choose  the  services  of  the  Arbitration  Commission  of  the 
Chamber  of  Commerce  of  the  Socialist  Republic  of  Romania. 

Litigations  of  Romanian  employees  hired  by  the  company,  resulting  from  disagree- 
ments with  the  company,  are  resolved  in  accordance  with  the  labor  laws  of  the 
Socialist  Republic  of  Romania,  and  those  cases  involving  foreign  employees 
will  be  resolved  in  accordance  with  the  provisions  of  their  work  contract. 

Concluded  in  Bucharest  on ,  in  two  original  copies  in  Romanian. 
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APPENDIX  K 


JOINT  VENTURE  LICENSING  CONTRACT* 


A  sample  framework  of  a  joint  venture  licensing  contract  is  presented  below.  This 
framework,  composed  of  articles  and  sub-articles  (paragraphs),  can  be  adapted  or 
further  completed  according  to  the  specific  content  of  the  license. 

The  main  articles  and  annexes  contained  in  a  licensing  contract  are  as  follows: 

An  Introduction  which  gives  the  name  of  the  licensing  company  and  the  name  of 
the  joint  society  being  licensed,  the  names  of  the  personnel  who  represent  them,  the 
company's  location,  address  and  registration  number  in  the  trade  registry  or  other 
document  which  attests  to  the  existence  of  the  company. 

Article  1 — Product  description.  The  product  for  which  the  license  is  granted  is 
described;  also  specified  are  production  and  marketing  rights. 

Article  2 — The  rights  of  industrial  ownership  of  the  licensor.  The  production 
process  phase  to  which  his  rights  of  industrial  ownership  are  to  be  applied  are 
pointed  out. 

The  number  of  patents  received  are  listed  (in  annex  1),  as  are  the  patent  applica- 
tions, made  by  country  and  by  the  date  they  were  granted    (in  annex  2). 

It  is  noted  whether  there  is  exclusive,  sole  ownership  of  the  rights  of  industrial 
property  or,  in  case  there  is  co-ownership,  the  names  of  the  partners,  their  rights,  and 
their  approval  to  granting  the  license  are  noted. 

An  express  statement  is  made  that  the  licensor  is  not  involved  in  any  current 
litigation  regarding  his  rights.  If  this  is  not  the  case,  the  nature  of  the  litigation, 
the  country  and  jurisdiction  in  which  it  is  being  heard,  and  the  status  of  the  legal 
proceedings  are  noted. 

Article  3 — The  content  of  license.  Contains  an  enumeration  of  the  knowledge 
that  the  "licensor"  is  giving  to  the  "licensee"  regarding: 

— the  necessary  patents  for  making  the  product ; 

— the  "know-how"  to  operate  the  factory,  manufacture  the  products,  perform 
quality  controls,  etc. ; 

— the  basic  documentation  for  production  process,  location  of  equipment  or  planning 
for  technological  installations ; 

— the  "know-how"  for  other  operations  necessary  to  achieve  production,  for  plant 
and  equipment  maintenance,  for  sales  marketing  and  for  the  provision  of  technical 
assistance  and  service  to  customers; 

— the  extent  of  technical  assistance  and  specialized  training  given  to  the  licensee's 
personnel. 

Article  4 — The  obligations  of  the  licensor.  The  licensor  is  obligated  not  to  extend 
this  license  to  a  third  party  without  the  approval  of  the  licensee,  or,  if  this  obligation 
is  not  foreseen,  the  conditions  under  which  the  license   may  be   granted  are   given. 

The  obligation  to  maintain  the  technical  level  of  the  products  throughout  the  entire 
period  of  the  contract  for  the  license,  as  well  as  the  modifications  necessary  to  keep 
the  product  competitive  are  outlined.  The  conditions  under  which  improvements  and 
modifications  are  to  be  transferred  are  noted  in  a  special  article. 

Article  5 — The  rights  of  the  licensee.  In  which  it  is  noted  what  rights  the  licensee 
obtains  through  this  contract,  more  precisely: 

— the  production  in  the  licensee's  own  factories  of  the  product  that  is  the  object 
of  the  contract ; 

— the  marketing  of  the  product,  provisions  for  technical  assistance  and  service  after 
sale,  delivery  of  spare  parts,  etc. 

— the  access  to  all  improvements,  refinements,  and  modifications  of  the  production 
process  or  of  the  product,  in  order  to  maintain  the  competitiveness  of  the  product 
or  to  meet  special  customer  requests ; 


*  Unofficial    translation    from    Romanian    text    provided    by    the    Romanian    Ministry    of    Foreign    Trade. 


— the  specialized   training   of   factory   personnel   in   the  licensor's    factories   or  other 
factories  as  one  of  his  obligations. 

Article  6 — The  trademark.  The  commercial  name  of  the  product  and  the  brand- 
name,  both  for  the  basic  product  and  the  parts  and  components,  are  exactly  noted. 
Also  noted  is  whether  the  product  will  bear  the  inscription  "produced  under 
license  .  .  .  ." 

Article  7 — The  marketing  territory.  The  countries  in  which  the  licensee  has  the 
right  to  market  the  product:  (a)  exclusively,  (b)  not  exclusively,  as  well  as  (c) 
those  countries  reserved  for  the  licensor,  are  noted.  It  is  indicated  whether  special 
arrangements  or  agreements  will  be  necessary  for  certain  countries.  Also  indicated 
are  the  consequences  in  the  event  one  partner  intrudes  beyond  the  agreed  upon 
territories,  as  well  as  the  manner  of  regulating  litigations. 

Article  8 — Interdiction  of  competition.  It  is  noted  that  neither  the  licensee  nor 
the  licensor  will  produce  products  similar  to  those  outlined  in  the  contract  without  a 
prior  understanding. 

It  is  noted  that  the  two  parties  to  the  contract  will  grant  each  other  mutual 
assistance  for  commercial  advertising,  assistance  and  service  to  customers,  maintaining 
the  price  of  the  basic  product,  parts,  components,  and  service,  and  avoiding  dishonest 
competition. 

Article  9 — The  life  of  the  contract.  In  which  is  shown  the  number  of  years  for 
which  the  contract  is  valid  and  the  date  when  it  takes  effect.  It  may  also  cover  the 
granting  of  the  license  for  the  production  of  a  specified  quantity  of  products. 

In  the  case  where  the  licensing  contract  is  an  annex  to  the  contract  of  association, 
the  status  of  the  licensing  contract,  in  the  event  the  company  is  dissolved,  is  specified. 

Article  10 — The  transfer  of  technology.  In  which  is  listed  all  the  ways  in  which 
technology  will  be  transferred,  such  as : 

— all  technical  documentation   (in  the  annex)    and  assistance  necessary  for  planning, 

building,  and  equipping  the  plant; 
— instructions  for  putting  the  installation  into  operation,  for  its  use,  shutdown,  and 
conservation   during  extended   shutdowns,   as   well   as   for   maintenance,   modifica- 
tions, and  repairs  (in  the  annex)  ; 
— production  "know-how,"  including  all  production  data,  production  networks,  tech- 
nological   instructions    for    production,    production    and    product    quality    control, 
acceptance  of  the  finished  product   (in  the  annex),  as  well  as  all  technical  infor- 
mation held,  procedures,  production  secrets,  work  methods,  and  instructions  used 
in  the  licensor's  factories,  including  his  experience  necessary   for   achieving   the 
object  of  the  contract; 
— marketing  "know-how,"  technical   asistance   to   customers   and   after  sale   services 

(in  the  annex). 
It  is  specified  that  the  documentation  and  knowledge  transmitted  on  the  basis  of 
this  article  is  not  limited,  and  that  the  licensor  is  obligated,  on  the  basis  of  his  own 
expertise  and  of  requirements  ensuing  in  the  factories  of  the  licensee,  to  forward  to 
the  latter,  when  necessary,  any  other  documentation  or  technical  information  at  his 
disposal  in  order  to  achieve  the  object  of  the  contract. 

It  is  specified  that  the  documentation  and  knowledge  transmitted  cannot  be  used 
by  the  licensee  for  purposes  other  than  those  outlined  in  the  contract,  without  the 
express  agreement  of  the  licensor. 

Article  11 — Technical  assistance.  In  which  is  outlined  that  the  licensor  is  obli- 
gated to  give  the  licensee  the  technical  assistance  necessary  to  use  the  technology 
in  order  to  achieve  the  object  of  the  contract. 

For  personnel  sent  by  the  licensor,  it  is  specified  (in  the  annex)  :  (a)  the  number 
and  the  specialty  of  the  personnel  sent;  (b)  the  total  period  of  work,  including 
work  days,  holidays,  etc;  (c)  conditions  regarding  housing,  upkeep,  transportation, 
medical  care,  insurance,  etc;  (d)  personnel  responsibility;  (e)  the  method  of 
establishing  costs ;  (f)  liability  for  expenses ;  and  (g)  other  conditions. 

It  is  also  specified  which  party  assumes  the  obligation  of  ensuring  travel  visas  to 
visit  the  licensee's  country. 


Article  12 — Training  of  the  licensee's  personnel.  It  is  specified  that  the  licensor 
is  obligated  to  train  the  licensee's  personnel  in  his  own  factories  or,  if  need  be,  in 
other  factories  on  the  basis  of  his  understandings  with  the  licensee. 

The  annex  contains:  (a)  the  number  and  specialties  of  the  personnel  sent;  (b)  the 
length  of  training  needed  for  each  specialization;  (c)  the  treatment  accorded  regarding 
housing,  upkeep,  transportation,  medical  care,  insurance,  etc.;  (d)  the  availability  of 
specialization  training  by  category,  and  type;    (e)   the  responsibilities  of  the  personnel; 

(f)  the  obligations  of  the  licensor  regarding  the  training  of  the  licensee's  personnel; 

(g)  the    means    of    establishing    costs;     (h)     the    liability    for    expenses;     (i)     other 
conditions. 

It  is  specified  which  party  assumes  the  obligation  of  ensuring  travel  visas  to  visit 
the  licensor's  country  or  other  countries  where  the  training  is  to  be  conducted. 

Pointed  out  are  the  conditions  under  which  the  training  of  the  personnel  will  be 
conducted  in  the  licensee's  factory,  the  instructors  and  professors  placed  at  the 
disposal  of  the  licensee  by  the  licensor,  the  time  length  of  training,  etc.,  or  if  this  is 
to  be  done  within  the  framework  of  technical  assistance. 

Article  13 — Granting  the  license  to  a  third  party.  In  the  event  the  license  is 
granted  to  a  third  party,  the  licensor  is  under  the  obligation  not  to  grant  to  this 
third  party  conditions  that  are  more  favorable  than  those  outlined  in  this  contract; 
otherwise,  the  same  conditions  will  also  be  applied,  by  law,  to  the  licensee.  The 
parties  must  establish,  by  mutual  agreement,  the  implications  and  consequences  of  the 
contract  concluded  with  the  third  party  upon  this  contract. 

The  licensor  is  obligated  to  notify  the  licensee  of  the  texts  of  concluded  subsequent 
contracts  with  third  parties  or,  if  these  are  secret  contracts,  all  restrictive  clauses  which 
might  have  an  effect  upon  this  contract. 

Article  14 — Protection  regarding  third  parties.  The  licensor  must  declare  that, 
at  the  time  the  contract  is  concluded,  he  is  not  involved  in  litigation  with  a  third  party 
and  that  he  is  not  aware  of  other  patents  that  infringe  upon  the  patents  being  granted 
in  this  contract.  In  the  event  of  pending  litigation,  it  must  be  explicitly  pointed  out 
for  each  patent  the  manner  of  infringement  and  the  present  status  of  litigation. 

If  the  production,  use,  or  sale  of  the  products  covered  by  the  license  to  the  licensee 
represents  an  infringement  upon  the  patents  of  a  third  party,  then  legal  costs  will 
be  the  obligation  of  the  licensor  which  assumes  the  results  and  consequences  of  the 
legal  process. 

The  eventual  costs  which  must  be  paid  in  the  event  the  legal  case  is  lost  or  the 
payment  of  damages  resulting  from  the  case  will  be  paid  by  the   licensor. 

The  licensee  must  immediately  inform  the  licensor  in  the  event  it  is  charged  with 
infringing  upon  a  patent.  Likewise,  the  licensor  must  inform  the  licensee  regarding 
the  appearance  of  any  type  of  claim  to  his  rights  to  industrial   ownership. 

Article  15 — The  validity  of  the  patent.  The  licensor  must  guarantee  the  licensee 
of  the  originality  and  validity  of  the  patent  described  in  this  contract.  In  the  event 
the  patent  is  not  valid,  the  licensee  can  demand  damages  for  the  wrongs  suffered  and 
cancel  the  contract. 

Article  16 — Obligations  to  use  the  license.  The  licensee  is  obligated  to  use  the 
license  that  is  the  object  of  this  contract.  In  the  case  of  dues  payments,  production 
must  have  a  minimum  level  in  order  to  ensure  the  yearly  payment  of  the  agreed  upon 
sums   of  money. 

Article  17 — The  quality  of  the  products.  The  licensee  must  make  all  products 
covered  by  the  license  of  the  same  quality  as  those  produced  by  the  licensor.  The 
licensor  is  obligated  to  present  all  the  information  necessary  based  on  his  experience  to 
achieve  this  quality. 

In  the  case  where,  after  a  period  of  using  the  license  in  production,  as  agreed  upon 
by  the  two  parties,  the  licensee,  despite  all  the  technical  assistance  of  the  licensor, 
does  not  achieve  the  level  of  product  quality  as  outlined  in  this  contract,  each  party- 
may  request  the  cancellation  of  the  contract  through  prior  notice  after  an  agreed  upon 
period  of  time.  In  this  situation,  the  licensor  cannot  demand  any  type  of  damages. 

The  licensor  can  check  the  quality  of  the  licensee's  product  on  the  basis  of  certain 
conditions   established    by   mutual    agreement. 

Article  18 — Later  improvements  and  modifications.  During  the  term  of  this 
contract,  each  party  can  make  improvements  to  the  patent  and  "know-how"  which  are 
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designed  to  perfect  production,  eliminate  or  make  easier  certain  operations  or  to  reduce 
the  cost  of  making  the  product.  ' 

The  licensor  and  the  licensee  are  obligated  to  notify  each  other  of  all  modifications 
and  improvements  which,  during  the  term  of  his  contract,  will  be  made  to  the  object 
of  the  license.  Upon  the  request  of  the  licensor,  the  licensee  is  obligated  to  accept 
and  use  these  changes. 

In  the  event  the  licensee  wishes  to  introduce  modifications  or  improvements  in  the 
production  of  the  object  of  this  license,  he  must  request  the  approval  of  the  licensor. 

In  the  event  the  modifications  or  improvements  presented  by  one  of  the  parties  or 
achieved  through  joint  action  are  of  such  a  nature  to  completely  modify  the  production 
process,  the  parties  will  conclude  a  new  licensing  contract  or  an  additional  contract 
to  this  contract,  keeping  in  mind  the  extension  of  the  termination  date  of  the  contract. 
The  conditions  for  transferring  this  new  license  remain  to  be  agreed  upon  between 
the  parties. 

The  giving  of  improvements  and  modifications  made  by  the  parties  to  third  parties 
using  this  license,  will  be  subject  to  the  parties  that  invented  the  changes.  This  transfer 
to  a  third  party  is  to  be  done  only  with  the  approval  of  both  parties. 

Article  19 — Obtaining  subsequent  patents.  In  cases  where  later  improvements  or 
modifications  can  be  the  object  of  a  patent,  the  party  which  carried  out  the  work 
will  take  steps  to  register  it  in  all  countries  where  basic  patents  are  recorded. 

Each  party  will  inform  the  other  regarding  its  intentions  to  request  a  patent  related 
to  the  patents  or  "know-how"  transferred  on  the  basis  of  this  contract. 

Each  party  will  have  the  right  to  obtain  from  the  other  party  the  license  for  the 
use  of  these  patents,  for  the  realization  of  the  object  of  this  contract,  without  making 
supplementary  payments  to  the  furnishing  party. 

In  each  case,  on  the  basis  of  prior  approval  given  by  the  providing  party  and  with 
the  specification  of  the  conditions  for  use,  the  party  which  receives  will  be  able  to 
request  that  the  patent  be  recorded  in  his  territory,  as  noted  in  this  contract.  The 
expenses  generated  by  recording  the  patent  and  the  annuities  for  keeping  it  in  effect 
will  be  paid  by  the  party  which  makes  the  request  for  the  patent. 

In  the  event  of  joint  work,  the  parties  can  agree  to  obtain  a  joint  patent.  In  this 
case,  the  parties  will  agree  upon  the  conditions  for  using  this  patent  and  licensing  third 
parties  on  the  basis  of  a  specially  concluded  contract  for  this  purpose. 

Article  20 — Duties  and  taxes.  The  licensor  will  pay  the  duties,  taxes  and  any 
other  expenses  connected  with  turning  over  the  license. 

The  licensor  will,  likewise,  also  pay  all  direct  duties*  additional  taxes,  etc.,  for 
charges  collected  in  his  country,  the  licensee's  country  or  in  third  parties'  countries. 

In  the  payment  of  duties  and  additional  taxes,  the  parties  will  keep  in  mind  the 
applicable  legislative  provisions  of  international  agreements  regarding  avoiding  double 
taxation. 

Article  21 — Guaranteeing  the  results  and  quality  of  the  product.  The  licensor 
must  guarantee  that,  if  the  technical  standards  for  production  are  respected  just  as 
delivered,  the  licensee  will  obtain  commercial  products  of  a  type,  performance,  and 
characteristic  as  outlined  in  the  annex  of  this  contract. 

In  the  event  that  the  level  of  product  performance  and  the  product's  characteristics, 
prescribed  in  the  guarantee  clauses,  are  not  achieved,  and  this  occurs  notwithstanding 
that  production  standards  as  prescribed  by  the  licensor  have  been  followed,  a  means  to 
correct  the  situation  is  stipulated. 

The  licensor  must  guarantee  that  the  documentation,  "know-how,"  and  other  technical 
information  are  sufficient  and  complete.  The  licensee  must  have  access  to  the  licensor's 
production  process  in  order  to  check  the  content  of  the  technical  information  that  has 
been  forwarded. 

In  the  case  where,  because  of  the  omission  of  or  the  error  in  some  part  of  the  docu- 
mentation or  because  of  other  imputable  reasons  attributed  to  the  licensor,  the  pre- 
scribed guarantees  are  not  realized,  the  licensor,  at  his  expense,  must  provide  the 
necessary  remedies  within  an  agreed  upon  time   period. 

It  is  also  provided   for  the  manner  in   which   delivery   tests   are   conducted. 

The  licensor  must  guarantee  the  full  ownership  of  the  patent,  the  fact  that  he  is  not 
in  litigation  with  a  third  party,  the  protection  against  later  claims  by  third  parties, 
and  the  payment  of  expenses  related  to  any  claims. 
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Article  22 — Delivery  obligations.  If  the  licensing  contract  requires  the  procure- 
ment of  certain  materials,  sub-assemblies,  etc.,  or  falls  within  the  framework  of  a  co- 
operative action  in  which  reciprocal  deliveries  are  envisioned,  the  following  is  called  for: 

— to  achieve  the  objective  of  this  contract,  the  licensor  is  obligated  to  ensure  the 
licensee  the  minimum  quantities  of  materials,  sub-assemblies,  etc.,  as  called  for  in 
the  annex  .  .  . ; 

— The  licensee  is  obligated  to  deliver  to  the  licensor  the  minimum  quantities  of 
products,  sub-assemblies,  etc.,  as  outlined  in  the  annex  .  .  .; 

The  operations  involving  the  selling-buying  of  materials,  products,  sub-assemblies, 
etc.,  will  be  carried  out  on  the  basis  of  a  contract  concluded  when  this  contract  is 
concluded. 

Article  23 — The  value  of  the  license.  For  all  rights  of  transferred  industrial 
ownership,  documentation,  technical  assistance,  information,  etc.,  it  will  be  established 
through  negotiations  a  total  value  which  can  be  paid  as  follows:  a)  an  initial  fixed  sum; 
b)  an  initial  fixed  sum  plus  yearly  payments;  c)  just  yearly  payments.  These  yearly 
payments  can  represent  a  fixed  sum  or  one  which  varies  according  to  the  volume  of 
production  attained.  In  this  situation,  a  minimum  annual  level  of  payments  is  called  for 
to  continue  to  use  the  license. 

Likewise,  it  is  provided  for  the  means  of  revising  the  payments  in  the  event  that  the 
price  of  finished  products  falls,  when  it  is  no  longer  competitive,  or,  in  the  event  that 
production   stops,  the  possibility  of   cancelling  the   contract. 

It  is  also  specified  whether  the  payments  will  be  made  upon  the  sale  of  products 
or  yearly  upon  the  conclusion  of  financial  accountings.  It  is  noted  in  the  contract  the 
documents  which  must  be  presented  by  the  licensee  and  which  serve  as  the  basis  for 
making  payments. 

Likewise,  the  manner  in  which  the  licensee  makes  initial  and  progress  payments  is 
noted;  also  noted  are  payments  made  against  specified  documents  received  from  the 
licensor,  the  manner  in  which  these  payments  are  met,  and  whether  they  fulfill  the  obli- 
gations of  the  present  contract. 

For  joint  companies  the  value  of  the  license  can  be  included  as  a  contribution  to  the 
registered  capital  in  accordance  with  the  provisions  of  Decree  No.  424.  However,  this 
practice  is  to  be  avoided  since  the  joint  company  is  in  need  of  immediate  capitalization 
during  its  formation.  Likewise,  often  the  license  is  not  transferred  to  the  company  on 
an  exclusive  basis. 

Article  24 Preserving  secrets.    The  licensor  is  obligated  to  preserve  the  secret  of 

"know-how,"  documentation,  and  other  information  for  a  period  of  .  .  .  years  from 
the  time  this  contract  goes  into  effect,  a  period  which  can  be  shortened  with  the 
approval  of  the  licensor. 

In  the  case  of  improvements  or  modifications  brought  about  at  a  later  date  by  either 
of  the  parties,  they  agree  to  preserve  the  secret  3  years  from  the  time  it  is  com- 
municated to  the  other  party. 

The  length  of  time  for  preserving  secrets,  in  the  event  the  licensing  contract  is 
cancelled,  is  specified. 

In  the  event  the  license  is  given  or  secret  information  is  transmitted  to  certain 
subcontractors  who  are  participating  in  achieving  the  objective  of  the  license,  these  sub- 
contractors will  have  to  ensure  that  these  secrets  are  preserved  under  the  same  con- 
ditions. 

The  licensee  can  grant,  with  the  approval  of  the  licensor,  sub-licenses  for  the  pro- 
duction of  components,  parts  or  equipment  necessary  to  achieve  the  objective  of  this 
contract.  The  conditions  under  which  this  is  carried  out,  as  well  as  the  appropriate 
rights,  are  agreed  upon  for  each  separate  case  between  the  licensee  and  the  licensor. 

Article  25 — Joint  protection  regarding  third  parties.  The  parties  are  obliged, 
either  directly  or  through  intermediaries,  to  jointly  undertake  actions  against  those  who 
eventually  would  use  the  "know-how"  and  documentation  which  are  the  object  of 
this  contract  in  order  to  produce  competing  products.  The  methods  to  follow  will  be 
agreed  upon  between  parties  for  each  separate  case. 

The  parties  will  give  each  other  mutual  assistance  in  taking  legal  actions  against 
plagiarists.  In  the  case  where  legal  action  is  carried  out  by  only  one  of  the  parties, 
this  party  will  receive  from  the  other  party  all  necessary  approvals  and  powers. 
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Similarly,  it  is  also  foreseen  for  these  situations  the  proportion  in  which  each  party 
will  pay  the  necessary  expenses  or  will  divide  the  sums 'obtained  from  damage  pay- 
ments. 

Article  26 — Ending  the  contract.  It  is  provided  for  the  possibility  of  ending  the 
validity  of  the  contract  in   the   following   situations: 

— expiration  of  the  term  for  which  the  contract  is  valid; 

—failure  to  realize  the  guarantees; 

— stopping  of  the  sale  of  the  product; 

— loss  of  the  value  of  the  license  as  a  result  of  technological  progress; 

— nullification   of  the  respective   patent   or   the   patent   becoming   part   of  the   public 
domain ; 

— accord  of  the  parties; 

— cancellation,  as  a  result  of  one  party  not  respecting  the  clauses  of  the  contract; 

— cases  of  force  majeure. 

In  the  case  where  the  contract  is  ended  prior  to  the  time  outlined  in  the  contract 
the  two  parties  must  agree  upon  a  regulation  regarding  the  period  in  which  the 
"know-how"  that  was  turned  over  will  continue  to  be  maintained  as  secret.  Similarly, 
the  parties  must  agree  upon  a  regulation  governing  the  rights  and  obligations  grow- 
ing out  of  ending  the  contract  prior  to  its  normal  expiration.  The  licensee  must  return 
to  the  licensor  the  documents  received. 

Article  27 — Force  majeure.  It  is  specified  that  force  majeure  includes  all  inevita- 
ble, unforeseen,  and  insurmountable  events  which  do  not  depend  upon  the  will  of  the 
contracting  parties.  For  example:  floods,  earthquakes,  fires,  wars,  catastrophes,  etc., 
which  could  occur  after  the  licensing  contract  takes  effect  and  which  will  impede, 
totally  or  partially,  the  parties  in  carrying  out  their  obligations  as  outlined  in  this 
contract. 

The  manner  and  timing  in  which  notification  of  force  majeure  is  given  is  specified. 
Also  specified  is  the  maximum  duration  of  such  an  occurrence  after  which  the  contract 
becomes  invalid.  The  official  organization  empowered  to  certify  the  existence  of  a  force 
majeure  situation  is  also  indicated. 

The  party  which  invokes  a  case  of  force  majeure  is  relieved  of  the  obligations  set 
forth  in  this  contract,  but  only  to  the  degree,  and  only  during  the  period,  in  which 
the  execution  of  the  contract  is  impeded  by  the  force  majeure. 

Article  28 — Arbitration — an  applicable  right.  It  is  specified  that  all  contract 
litigations  which  cannot  be  resolved  through  friendly  means;  will  be  definitively  resolved 
by  arbitrations.  Also  indicated  are  the  arbitration  procedures,  the  manner  of  initiating 
such  arbitration,  applicable  rights,  and  the  way  in  which  the  arbitrators  will  reach 
their  decision. 

Article  29 — Miscellaneous.    Includes  provisions  referring  to: 

— The  documents  concluded  between  the  parties  prior  to  the  signing  of  the  licensing 
contract  and  which  are  related  to  it  are  considered  null  and  void,  even  if  they  are 
signed  by  the  parties; 
— The  amendments,  modifications,  and  additions  to  this  contract  and  its  annexes  are 
valid  and  revokable  only  if  they  are  made  in  writing,  signed  by  the  empowered 
representatives  of  the  two  parties  and  approved  in  accordance  with  legal  disposi- 
tions; 
— It  is  pointed  out  the  manner  in  which  notification  is  given:   telex,  telegram,  etc., 

but  all  must   be  confirmed   by   registered,   signed   letters; 
— It  is  indicated  the  addresses  of  the  parties  to  which  notifications  are  sent. 

Article  30 — Entry  into  Force.  It  is  specified  that  entry  into  force  of  the  contract 
is  conditioned  on  the  approval  of  the  appropriate  authorities  in  the  countries  of  the 
parties.  It  is  pointed  out  which  party  bears  the  approval  expenses  and,  where  the 
approval  cannot  be  obtained,  it  is  stipulated  that  the  parties  will  not  make  claims  for 
expenses  incurred. 

Mentioned  is  the  manner  by  which  the  official  date  of  contract  implementation  is 
established. 

Article  31 — The  annexes  to  the  contract.  All  the  annexes  to  the  contract  are 
enumerated  with  the  note  that  they  are  an  integral  part  of  the  text  of  the  contract. 
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Article  32 — Writing  the  contract — an  authentic  text.  The  number  of  copies  and 
languages  in  which  the  contract  is  written  and  in  which  language  is  the  text  which 
prevails  is  specified. 

Other  translations,  even  those  made  by  an  official  organization,  have  only  an  in- 
formative use. 

The  place,  date  of  signing,  and  the  names  of  the  signers  are  indicated. 
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